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THURSDAY, JANUARY 21, 1960 


U.S. Senate, 
SvuscoMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 
m., in the 
ce Building, Senator Estes Kefauver 


The subcommittee met, pursuant to recess, at 10:10 a. 
caucus room, Old Senate Offi 
presiding. 

Present: Senators Kefauver (chairman), Carroll, Hart, Dirksen, 
and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel ; Peter N. Chumbris, counsel for minority; Nich- 
olas N. Kittrie, special counsel for minority ; Horace L. Flurry, assist- 
ant counsel; Dr. John M. Blair, chief economist; Dr. E. Wayles 
Browne, Jr., economist; Dr. Irene Till, economist ; Herschel Clesner, 
special consultant; Lucile B. Wendt, patent consultant; Paul S. Green, 
editorial director ; and Gladys E. Montier, clerk. 

(At this point, the following members were present: Senators 
Kefauver, Hart, and Dirksen.) 

Senator Kerauver. The committee will come to order. I am de- 
lighted indeed that the distinguished minority leader and the ranking 
minority member of this committee, Senator Dirksen, is with us, 
as is also the distinguished Senator from Michigan, Senator Hart. 
Other Senators will be here shortly. 

Before introducing our witnesses, I have a short statement which 
I will read. Today we are age our inquiry into administered 
prices in the drug industry. The subject of this session of our hear- 
ings is tranquilizers. After this session of product hearings, we will 
have the first of our general hearings at which Dr. Austin Smith of | 
the “Pharmaceutical Manwfacturers Association, and a number of | 
physicians whom we have invited, will testify. Also, we hope, the | 
representatives of the Food and Drug Administration, as well as 
others, will be asked to discuss matters relating to the drug industry | 
as a whole, : 

The situation is that a number of Senators will be away until about 
the 19th for Lincoln Day speeches, and so we have tentatively set 
February 23, the following Tuesday, to begin the general hearing. 
We will make an announcement about that later on. 

_ Tranquilizers are of fairly recent vintage, the first having been 
introduced commercially in this country in the early 1950’s. Sales 
at the manufacturers’ level are estimated to be in the neighborhood 
of $175 to $200 million a year. There are three main classes of 
tranquilizers: 
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1. The phenothiazine derivatives, principal among which are 
Thorazine and Compazine sold in this country by Smith Kline & 
French ; 

2. The alkaloids of rauwolfia serpentina, including principally 
reserpine sold in this country by Ciba Pharmaceutical Products under 
the trade name Serpasil; and, 

3. A miscellaneous group, principal among which is meprobamate 
sold here under the trade name of Miltown by Carter Products, 
and Equanil by American Home Products. 

All of these drugs are sold under prescription. They are used 
not only in mental hospitals but also in the treatment of patients 
living ordinary lives but suffering from anxiety and tension, neurotic 
symptoms, emotional upsets and the like. The phenothiazine de- 
rivatives and the derivatives of rauwolfia serpentina are frequently 
referred to as “potent” tranquilizers in that a large portion of their 
total use is for the treatment of hospitalized and other seriously ill 
mental patients. 

Meprobamate has been referred to as a “mild” tranquilizer in that 
its principal use is in the treatment of nonhospitalized patients for 
the relief of anxiety and nervous tension. 

The “potent” tranquilizers have been of great value to mental in- 
stitutions in the treatment of hospitalized patients. Not only have 
the problems of treatment within the hospitals been eased but it has 
been possible to release a substantial number of patients who would 
still be hospitalized had it not been for the development of these new 
drugs. To prevent a recurrence of their ailment, however, it is fre- 
quently essential that these released patients continue treatment with 
the tranquilizing drugs. To such patients, their families and indeed 
to society as a whole, the price which they have to pay for these 
drugs becomes a matter of gravest importance. Similarly to tax- 
payers generally the price which must be paid for tranquilizers by 
tax-supported mental hospitals is a matter of no small moment. 

The principal purpose of these hearings, as is true of all of our 
hearings on administered prices, is to determine whether consumers 
and the public interest generally are being adequately protected by 
the force of competition. Where competition is no longer adquate 
the antitrust laws must be strengthened in order to make competition 
effective, or some other course of public policy must be advised. In 
this connection the subcommittee, as in the hearings on steroid hor- 
mones, shall inquire into the reasonableness of prices. We shall seek 
to provide a factual foundation on the basis of which an evaluation 
can be made as to whether the prices of tranquilizers are too high. 
Also we shall again examine certain matters relating to patents and 
patent licenses. Finally, we shall inquire into certain alleged excesses 
of promotion and advertising which, it has been held, unduly enhance 
the price of the product. 

At the same time, as I stated in the opening of the hearings on the 
steroid hormones, we shall not attempt to make an evaluation of the 
propriety of the retailer’s margin. Nor are we in any way being 
critical of the present method of private medical practice as carri 
on in the United States. 

At this point I want to bring out the fact that we have received 8 
great many letters from physicians, the overwhelming majority 0 
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which have been highly favorable to the subcommittee hearings. 
Letters from these doctors, as well as from thousands of average citi- 
zens throughout the country, leave no doubt but that the American 
people are deeply concerned about the price of drugs and are insistent 
that these hearings continue. I want here to give the assurance that 
so far as I am concerned that they will continue until the job is done. 

To aid in the understanding of the material to be presented in these 
hearings, there is attached hereto a glossary of terms. 

(The glossary referred to follows :) 


Glossary of terms, tranquilizers 


Date intro- | Ecuiva- Price to 

Products duced into lent Major marketers ‘Trade names druggist 

United potency (50 tab- 

States (milli-) lets) 
grams) 


Thorazine 25 Smith Kline & French only__.| Thorazine $3. 03 

Compazine 5 a a encmneieouansaaniine nh 3.03 

Meprobamate - -- 5 400 Wallace Division of Carter | Miltown.....-..-- 3. 25 
Products, Ine. 

Wyeth Division of American | Equanil 3. 25 
Home Products. 

Mephenesin. ---- Squibb Tolserol._......-.- 11.95 








Suecess-_ -... 1.37% 
Many sellers. ....- iil sete oad ee (2) 
Sparine........--. i Wyeth Division of American | Sparine.-........-- 3.00 
Home Products only. 
Reserpine : .25 | Ciba Pharmaceutical Prod- | Serpasil 12.25 
ucts, Inc. 
Lilly Sandril . 92 
Roxinoid 91 
Parke, Davis................--| Serfin . 92 
oy * eee 91 
Reserpoid . 92 
American Quinine Generic name 
NONE GUI: o cnescccnsestsedulgeen do. 


1 Mephenesin and reserpine prices are calculated as 4 the price of 100 tablets. 
4 Various. 


Before we proceed with the witness, do my colleagues have any 
statments ? 

Senator Dirksen. Mr. Chairman, as you know, I had no oppor- 
tunity to be present at the hearings that were held earlier in Decem- 
ber. I was unavoidably absent from Washington at the time. But 
I did get a chance to follow the work of the subcommittee in the press 
accounts that I saw not only in Chicago and ree but also the 


State of Tennessee when I went down to visit my gran 
family in Christmas recess. 

Frankly I was startled by some of the things that were disclosed, 
and I thought some of the things I noted in the press were absolutely 
fantastic and incredible with respect to the markups on prices by 
Merck, Schering, and others. 

I did call my staff man and said I wanted the records reviewed 
to ascertain just exactly what this was all about. Mr. Chairman, if 
I am correct, I think these amazing markups that were so freely 
bandied about in the press were nothing more than comparisons of 
raw material with the ultimate price received for the product by the 
manufacturer, which did not take into account all the other normal 
business expenditures such as distribution, research costs, overhead, 
taxation, and every other item that anybody who has ever been in 


children and 
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business knows is a normal and appropriate charge for doing business, 

Now, Mr. Chairman, if that is the case, and if those alleged mark- 
ups were nothing more than comparisons of raw material with the 
ultimate selling price of the manufacturer, then I must at this point 
in the record, I must at this moment make a protest on the ground that 
this is terribly unobjective and unfair and completely inequitable. 

I do not believe this committee ever dares to leave that kind of a 
— go out to the country. The staff has assembled quite a num- 

er of editorials. I had opportunity in the last few days to examine 
them. 

Some day this week I want to make a statement on the Senate floor. 
I want to make my protest there, and I want to insert these editorials 
in the Congressional Record. I am just as anxious, Mr. Chairman, 
as you that these be fruitful proceedings and that the integrity of the 
committee proceeding be maintained in reserve at all times. 

If this committee should ever become a laughing stock of the coun- 
try, and its objectivity should be successfully assailed, then I think 
we will have to evaluate the usefulness of the investigator’s technique 
and to a considerable extent the usefulness of the committee. 

Now if I am in error, I am always glad to publicly confess m 
error. But if on the other hand, I am correct, and if the research 
as made by my own staff people have come up with the fact that 
those are the comparisons, then I must assert with all the vigor at 
my command that that is an unfair technique, and that I cannot toler- 
ate it, and I shall not tolerate it with respect to the witnesses who 
will be appearing before us now. I think, Mr. Chairman, it is 
not unlike these comparisons I have heard on occasion on the Senate 
floor, when they point out the fact that the cost of wheat that goes 
into a loaf of bread is 3 cents or less, but that the wholesale price of 
a loaf of bread is 18 cents. So that from you might argue that there 
has been a mark up of 600 percent. 

Having, however, been a baker at one time and in the bakery busi- 
ness, I can tell you that when you add the cost of yeast and lard and 
salt and your general overhead, your taxes, the return of stales which 
are a loss, the depreciation on pans, on ovens, the cost of coke, the cost 
of delivery, the cost of slicing, the cost of wrappers, the cost of ad- 
vertising and all the rest, it makes an entirely diferent picture, and I 
can cite you the fact that when at the end of the year you cast over 
your books and seek to determine a profit, it will not be 600 percent. 

It is more likely to be 4 or 5 percent and you may be lucky with that. 

Now I think the testimony shows that the manufacturers who came 
before the committee showed a profit according to their statements of 
some 12 to 16 percent on sales. That is a far cry from an alleged 
1,118 to 7,000 percent markup. 

Mr. Chairman, I just point out here that that looks to me like a 
completely unobjective approach, and this committee cannot put itself 
in the position of impeaching one of the great industries of Americ 
meaning the manufacturers, the druggists, the distributors and all o 
those laboring in the interests of the health services of the people. 

So, Mr. Chairman, if I am in error, I am never in a position where 
I object to being castigated for my errors, but I must insist that our 
approaches be fair and that no misleading impressions or viewpoints 
and no misleading statements are permitted to go out to the country, 
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because if you do, we shall be quickly charged with fakery in these 
proceedings, and then the intergrity of the effectiveness of the work 
that this committee can do will be seriously impaired. 

Now I add one other thought and then I shall conclude. You know, 
Mr. Chairman, I have supported your requests for money for this 
committee. I voted to approve your requests in the full Committee 
on the Judiciary, and had I had op joerg to appear before the 
Rules Committee yesterday morning, I would have supported your re- 
quest for the $425,000 requested for the ensuing year. 

I want to work with you. We have always labored in the best of 
fellowship and friendship. But I would be remiss in my duty if I 
didn’t call attention to the fact that these things I saw in the news- 
papers, including the Knoxville Journal, the Knoxville News Sen- 
tinel when I was in Tennessee causes me grave concern, and I felt for 
that reason that this question of preserving the character of the com- 
mittee so that it will always merit the approbation and the confidence 
of the people will not be impaired. 

Now that is my statement, Mr. Chairman. 

Senator Krravuver. Senator Dirksen, I am glad you brought up this 
issue. I know we all appreciate your statement. I am sorry that I 
did not have a chance to take up with you the testimony at our pre- 
vious series of hearings before you made your statement this morning. 
If I had, I am convinced you would have made some amendments to 
your statement. I want to assure Senator Dirksen and anyone else 
that while our job is not an easy one, we try to be objective, we want to 
bring out the facts for whatever they are worth, and let the public 
and the Congress see whether additional legislation is needed, and 
try to see that the public is protected in the way of having competi- 
tionasa result of fair prices. — 

I want to say, also, that I am proud of the staff of this committee. 
They have labored long and hard. They have tried to get their pric- 
ing figures accurate, and they do get them accurate. If somebody puts 
a misinterpretation on them, we regret that. But the testimony that 
has been produced by this committee at previous hearings was factual 
and it is in the public interest, in my opinion, as it was presented. 

Senator Dirksen spoke of the very large markup between the cost of 
raw materials and the cost of the finished product ready to be sold to 
the druggist. That gives me an opportunity to review, and I think I 
should review very briefly, just what was presented. We have talked 
ey about the cortisone derivatives, prednisone and prednisol- 
one. Schering does not make prednisolone, but buys it from Upjohn. 

pjohn is an efficient company and makes a good product. We took 
the bulk price that Schering pays for the raw material which it buys 
from Upjohn—and Upjohn said they made a profit out of the product 
they sold to Schering, although they may not have made a big profit. 

It was ascertained that no additional medication was added to the 
raw material except a binder; a filler. We received a number of 
estimates on what it would cost to test the raw material as it goes into 
the machine—the tablets as they are put in—when they go into the 
bottle, which is the process that is followed. We did not take the 
lowest of those estimates; we took a middle one of a reliable bottling 
concern, the Richlyn Co. We found that the cost of the raw material 
that, Scherine buys from Upjohn, together with the cost of the testing 
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and putting it into the bottle is 1.6 cents per tablet. We tried to 
= it very clear that that figure did not include distribution or 
selling. 

As Senator Dirksen so well knows, while we might have the right 
to do so, we have never tried to get the detailed breakdown of the 
costs of a product, which companies contend is confidential. We 
asked them what went into the product, between their cost of 1.6 
cents a tablet and 17.9 cents a tablet at which they sell to the druggists. 
‘They said research, mainly. I do not know that Schering does any 
research on the prednisolone it buys from Upjohn. But the average 
cost for research of the big drug companies is 6.4 percent of sales, 
which is charged out of their income tax, as it should be. Research, 
of course, is important, and I agree with Senator Dirksen that these 
big companies have done a fine job. But I did say at the previous 
hearings that I thought they ought to get their prices down. Maybe 
some prices will be coming down. That was the chief information 
that went out to the press. 

We did show, also, Senator Dirksen, as the people here will remem- 
ber, that whereas Schering sells prednisolone to the druggist at 17.9 
cents a tablet, it bid to the Government at 2.3 cents a tablet. We 
found that it sells to the Veterans’ Administration at about the same, 
We find, also, that the price that Merck and others sell at in England 
is a little more than 7 cents. It was natural to inquire why they 


can sell to the Government at about one-eighth of what they sell to the 
druggist, why they can sell to the British at less than one-half what 
they sell to the druggist, and we simply asked for their explanation 


as to why that happened. Frankly, a satisfactory explanation to 
me was not forthcoming. 

We asked their explanation of the 1.6 cent cost per tablet, that is, 
the production cost, and of source to that would be added a great 
many other things. We find, however, that small companies, many 
of whom have good research establishments, are buying the same raw 
material from Merck and others, prednisone and prednisolone, testing, 
bottling, meeting U.S.P. standards, and yet, selling at one-third, one- 
half and one-eighth of what Merck and Schering are selling it for. 

We found that Premo Pharmaceutical Labs got its price down to the 
druggists to 214 cents, approximately. They buy their raw material 
from the same sources that Schering does. Premo owns several 
patents. They have a research department. They meet the U.S.P. 
specifications. Since last month we have found also that another 
small company, which buys its raw material from the same sources, 
will actually sell prednisolone, to the druggists at 1.9 cents per tablet 
which is approximately one-tenth of what Schering, Upjohn an 
Merck are selling the same thing for. 

I was impressed also with the fact that whereas the average profit 
of all manufacturing in the United States is about 11 percent, profits 
of the larger drug companies, according to the Federal Trade Com- 
mission’s compilation, are almost 22 percent. Why they should make 
such a large profit, I don’t know. 

I referred to raw materials. Prednisone in bulk form is not some- 
thing like flour to which yeast and milk and other things are added 
to make bread. No medication is added to bulk prednisone, except 
a binder, to put it in tablet form, bottle it, and sell it. 
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So that is the story. The percentage markups in the newspapers 
referred to production costs. They didn’t attempt to get into what 
the companies allowed by way of profits, of administrative expense 
and other things. We tried to make that clear in the previous hear- 
ing, and we will certainly make it very clear here today. , 

Senator Dirksen. Mr. Chairman, will you permit me a little com- 
ment on what you have had to say ¢ 

Senator Kerauver. Yes, sir. 

Senator Dirxsen. I don’t know why it is, but the thing that was 
featured, now that you mention the price of prednisone as sold by 
Merck in 5 milligram tablets in bottles of a hundred at $7 as against 
$17.90 in the United States was highly featured. 

But the rather interesting thing is that nothing was said of the fact 
that in and around Canada they were sold for 28. 

Senator Krrauver. Yes, we brought that out. 

Senator Dirksen. And in Italy 22.16 and in Tokyo these cost more 
and in Sidney, Australia. 

Senator Kerauver. Let me say we put that table in the record. 

Senator Dirksen. Yes, but the point I make is this: The hearings 
are reported to the country, and I just want a fair presentation to the 
country of the whole case. Now when you talk about production 
costs or the relationship of material to the ultimate selling cost, let 
me ask you this: 

We have unlimited quantities of phosphate rock down in your State 
in the Tennessee Valley Authority. TVA can get that for free, so 
the materia] cost is zero. But it sells it in the form of phosphate 
fertilizer to farmers at let us say $30 a ton. But are we making the 
allegation that there is a 3,000 percent markup when we know very 
well that first it has got to be dug out of the hillside, it has got to 
be put in bags or loaded on a freight car. There are transportation 
costs. There are unloading and distribution costs. 

_ The whole story has got to be told, and if it isn’t told, the impression 
is so emphatically misleading, and I don’t believe it is worthy of a 
committee of the U.S. Senate to let that kind of impression go out. 

I have one more illustration. I think probably the cost of the 
peas that go into a can is about 2 cents per can for a No, 2 can, but 
they sell for 20 cents. Shall we say that the mark up on peas is 
1,000 percent when we know very well it has got to go through the 
canning process, the cost of the can, the cost of distribution and 
across the retailer’s counter. 

All of that must have its proper place in this context if we are 
to be fair with the public and fair with any industry that is being 
investigated by this committee. 

So if we are on the wrong premise, then let’s get on the right 
premise and make sure that no misleading exhibits are featured then 
80 as to give a misimpression. 

Now I add one other thing, Mr, Chairman. 

I think Senator Wiley rather shared my views. He was present, 
and I noticed that on one of the pages of the hearings he talked about, 

Asinine high percentages” through these exhibits. 

I would hate to let the impression go out that somehow these 
things are rigged. We have had enough rigging scandals, and I 
certainly don’t want rigging to apply to this committee so long as 
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I am a member, and I felt in duty bound to make that statement 
in the interest of any industry that comes here so that when they 
go away, they shall never say that they didn’t get fair treatment 
by the people’s representatives. 

ag this point in the proceedings, Senator Wiley entered the hearing 
room. 

Senator Keravver. Senator Dirksen, of course, it is not the com- 
mittee that creates the facts. If little companies are selling predni- 
sone at 2 cents a tablet and the big companies are selling it identically 
at 17.9 cents, that is what they are doing. These are not facts that 
the committee concocted. It is in the record. 

Phosphate rock was spoken of. Of course, phosphate rock must 
be processed and something must be done to it. It must be put in 
bags and so forth and so on. 

But we were talking about prednisolone and other products in bulk 
form which Upjohn and others make; what was done to test it and 
bottle it. Then we had an estimate of the production cost. 

(At this point in the proceedings, Senator Carroll entered the 
hearing room. ) 

Senator Knravuver. It just so happens that the estimate we made 
of the production cost—and we stated clearly that that did not include 
ep and administrative expense—is just a little bit lower by one- 
1alf percent than what little companies are actually spending to make, 
test, bottle, and offer the tablets to the druggist. That is 1.8 cents a 
tablet in one case, 2.5 cents a tablet in the case of Premo. 

So I do hope that we can get all the facts. We shall certainly 
endeavor to get them fairly, treat all the witnesses with courtesy, and 


listen to them patiently. 

But this is a situation that is actually occurring. If there is one 
big company selling for 10 times what some little company does, we 
are not to blame for that. That is what is happeniing. 

Senator Hart, do ‘one have any comments? 

a 


Senator Harr. Thank you, no, Mr. Chairman. 

Senator Keravuver. Senator Carroll, I am glad to see you here. 

Senator Carron. Thank you. 

Senator Krravver. Senator Wiley is here. We have a very full 
committee meeting this morning. Do you wish to make any comments 
before we start, Senator ? 

Senator Wirey. I’m sorry, I was just at another committee meeting. 
I didn’t hear this testimony. I will read it and I will try to be 
present until 12 o’clock to hear the further testimony. 

Senator Krravuver. Do you have any statement, Senator Carroll! 

Senator Carroty. Mr. Chairman, I just came in. I did not hear 
the preliminary remarks of the distinguished Senator from Illinois. 
I will read the testimony. I don’t understand the purport, as I have 
been quickly advised. But I can say to you that just having returned 
from Colorado, this Senate investigation, as much as I have read in 
the paper and some of the record, in my opinion and in the opinion 
of the people with whom I talked in Colorado, meets with wide 
public approval. , 

As to the scope and the extent of it and where we are leading and 
what we hope to oan Bn I suggest perhaps before I make com- 
ment, I want to hear all the evidence before I reach a decision. 

Senator Krerauver. Very well. Thank you, Senator Carroll. 
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The testimony today will be in connection with tranquilizers as it 
relates to the operation of Smith Kline & French, an old pharmaceu- 
tical company that has its principal office in Philadelphia. We have 
with us today Mr. Walter A. Munns, who is the president of Smith 
Kline & French Laboratories in Philadelphia. 

Weare glad to have you with us, Mr. Munns. 

Mr. Munns. Thank you. 

Senator Kerauvrr. I believe that you have with you your counsel, 
Mr. Walter W. Beachboard, who is the company counsel for Smith 
Kline & French, is that correct ? 

Mr. Mouwns. That is correct. 

Senator Krerauver. The Chairman of your board is Mr. Francis 
Boyer who is also chairman of the committee on pharmaceutical 
manufacturing in connection with Government research as it relates 
to the pharmaceutical companies. Mr. Boyer is unable to be here 
today and we may want to call him at another time. Is he an active 
chairman of the board ? 

Mr. Munns. He is reasonably active, sir, more concerned with the 
industry as a whole than with the company, which is rather natural 
for a chairman, 

Senator Kerauver. All right, sir. 

Now, Mr. Munns, you have a prepared statement which you can 
handle in any fashion you wish. You may read it or summarize 
it or enlarge upon it. Then you have attached to it an article 
from the American Journal of Psychiatry which will be made a 
part of the record following your statement. 

Mr. Munns. Thank you, sir, I do not intend to read Dr. Brill’s 
paper. 

enator Kerauver. All right.. Will you proceed ? 


STATEMENT OF WALTER A. MUNNS, PRESIDENT, SMITH KLINE & 
FRENCH LABORATORIES, PHILADELPHIA, PA., ACCOMPANIED 
BY WALTER W. BEACHBOARD, COUNSEL 


Mr. Monns. Mr. Chairman and members of the committee, my 

name is Walter A. Munns. I am the president of Smith Kline & 
French Laboratories of Philadelphia. My career with the company 
started 30 years ago. In 1945 I was named a vice president, became 
executive vice president in 1956, and in May of 1958 was:elected 
president of the company. 
_ Our company is now in its 119th year of continuous operation 
in Philadelphia. We have more than 14,000 stockholders, and over 
3,000 employees, a fourth of whom are in our research and devel- 
ment division. 

During the past 25 years, we have been unwavering in our policy 
of careful selection of the research projects we undertook. 

We have been interested in offering a new drug to the medical 
profession only if it constituted a definite contribution to medical 
practice and a distinct therapeutic or pharmaceutical advance. 

Consequently, the number of items in our line is relatively small, 
but with few exceptions, each of these items is a clinically significant 
pharmaceutical and enjoys an enviable reputation. 


35621—60—pt. 16-2 
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Over the past two decades we became even more convinced that 
we could pursue more effective research and thus do a better job 
for medicine, if we concentrated our efforts. 

We decided to try to discover, to test, to investigate clinically in 
a few specialized fields only. It may well be a result of that decision 
that in 1958 about 93 percent of the total sales of S.K. & F. drugs 
were in new products that were unavailable a decade before and that, 
even more striking, about 77 percent of the products listed today were 
not in our catalog 5 years ago. 

While a comparable explosive growth characterizes the entire 
ethical drug industry, we nevertheless believe these percentages are 
unusual. 

In keeping with the chairman’s request that this hearing be limited 
to tranquilizing drugs, I shall discuss only the psychopharmaceuticals 
made by S.K. & F. These drugs have—and I use the word advis- 
edly—revolutionized the healing art. 

Up to the time of the introduction of chlorpromazine, mental 
disease, misunderstood and maltreated for centuries, had been a lead- 
ing cause of human misery and of social and economic waste. 

In psychopharmaceuticals for the treatment of mental and emotional 
disturbances, we at S.K. & F. consider ourselves specialists. 

The drugs which we have pioneered, together with several devel- 
oped by other manufacturers, have been responsible for revolutionary 
and dramatically beneficial changes in the techniques of treating the 
mentally ill. 

What were these changes—and what have they meant to thousands 
of afflicted people, their families and the American public ? 

As background for these hearings, let me briefly highlight the facts. 

It is in the mental hospitals that we can see these changes most 
vividly and it is in this area that we can get the most exhausive 
statistical documentation. 

Since these psychopharmaceuticals have been employed on a large 
scale, there has been for the first time a major reversal in the 
population of mental institutions. 

There has been a 34 percent increase in the number of patients 
discharged and returned to their families instead of being relegated 
to continued long life in a hospital. Particularly gratifying have 
been the notably high percentages of discharges from mental insti- 
tutions of patients in the teen age groups and in the 20- to 40-year 
age range. 

An even worse social problem was relieved: I refer to the plight 
of those, who, formerly unable to gain admission to mental institu- 
tions because of overcrowding, faced a long ordeal of neglect while 
their demented behavior was inflicted on the community at large. 

I am confident that this committee will want for its record some 
summary documentation of this dramatic 3-year turnabout in this 
important problem of national health. 

Two years ago, in February 1958, Dr. Nathan Kline, the director 
of research at the 8,000-bed New York State Rockland Hospital, 
summarized some salient facts for a House committee. 


In the 185-year history of the public mental hospitals in the United States, 
at the end of each year there were more patients in the hospitals than there 
had been at the end of the previous year. In 1956, which was the first year 
that the drugs were used on a large scale, a simple statement of the facts is 
the most dramatic way of indicating what happened. The anticipated increase 
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in the mental hospital population of the country was such that at the end of the 
year if the projection followed through there would be between 10,000 and 
12,000 patients more in mental hospitals than there had been at the beginning 
of the year * * *, 


** * instead of the increase, there was actually a decrease of over 7,000 
patients. In other words, the difference between the expected population and 
the actual population was almost 20,000 patients. 

Last April before the annual meeting of the American Psychia- 
tric Association, Dr. Henry Brill and Robert E. Patton presented a 
detailed, documented analysis of the difference between the expected 
population and the actual population was almost 20,000 patients. 

Last April before the annual meeting of the American Psychiatric 
Association, Dr. Henry Brill and Robert E. Patton presented a 
detailed, documented analysis of the population reduction in all 
New York State mental hospitals during the first 4 years of large-scale 
therapy with these psychopharmaceuticals. I offer this key docu- 
ment for the record because it objectively, with complete statistical 
data, demonstrates what happen in New York, a State which not 
only bears the largest mental illness burden, but which has also been 
waging a concentrated campaign in this field. 

I commend to the committee’s special attention all Dr. Brill’s tables 
and charts, attached to this statement of mine. Nothing that I can 
think of so graphically demonstrates the New York story as does 
one of these charts, and I have taken the liberty to have Dr. Brill’s 
chart enlarged so that the committee could see it. 

Senator Kerauver. We will mark this “Exhibit 83.” 

Mr. Munns. I merely want the committee to see the dramatic 
change that has occurred in the New York mental hospital popu- 
lation. Each year, until 1956, you can see the increase in the total 

pulation. With the advent of the tranquilizing drugs which were 
in full-scale use or large use, I won’t say full scale, in 1956 you can 
see this dramatic reversal and how it is compounding itself each 
year with a reduction of the population of the mental hospitals. 

(Exhibit No. 83 follows :) 


ANNUAL INCREASE IN RESIDENT PATIENTS 


1948 49 50 51 52 53 54 55 56 57 58 1959 
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Dramatic switch to downward trend in number of mental patients took place 
the first year (1956) that tranquilizers were widely used in New York State 
mental hospitals, as shown by this chart published in December 1959 issue of 
American Journal of Psychiatry. The chart, prepared by Henry Brill, M.D, 
and Robert BD. Patton of the New York State Department of Mental Hygiene, 
shows that the long history of annual increases in total hospital population 
was reversed in 1956 and that now there is a decreasing number of patients 
each year. 

Mr. Munns. Also of particular interest is the chart that emphasizes 
the virtual es ae te of physical restraints in these hospitals. 

The New York experience has been reflected in almost all State 
institutions and in the mental hospitals operated by the Veterans’ 
Administration. A similar picture is also revealed in studies by the 
National Institute of Mental Health. ! 

May I offer for the record, a very readable summary, published in 
October 1959. This quotes Dr. Jesse F. Casey, Director of Psychi- 
atric and Neurological Services for the Veterans’ Administration, 
Dr. Paul H. Hoch, director of the New York State Mental Hygiene 
Department, and Dr. Jonathan O, Cole, Chief Psychopharmacologist 
for the National Institute of Mental Health. In clear fashion it 
summarizes what the introduction of these tranquilizing drugs has 
accomplished in mental institutions. It estimates that, without these 
drugs, there might have been at least 50,000 more patients in mental 
hospitals, each costing $1,500 per annum per patient for care. This 
alone comes out to S75 million yearly, not to speak of additional 
untold millions of dollars for new buildings and hospital equipment. 

Mr. Munns. These increasing mental health problems have been the 
concern not — of doctors, but also of all forward-looking public 
officials. Last August at the Pharmacy Education-Industry Forum, 
Gov. Robert B. Meyner, of New Jersey, aptly epitomized that concern 
in saying: 

Now, let me refer to a subject particularly close to my heart and mind; 
namely, the use of the new tranquilizing drugs in the field of mental disease, 
Here is one of the most distressing human problems with which a Governor 
must deal. The State’s mental hospitals are crowded and the incidence of 
mental disease has for years been describing a high upward arc. 

Four years ago, convinced of the efficacy of the new tranquilizers, I sent a 


special message to the legislature asking for a large sum of money for the 
purchase of these drugs. It was granted. 

Since then, I can tell you that we have had our first net decrease in our 
mental hospital population. I realize that the new drugs do not of themselves 
cure mental illness, but they do make patients more amenable to other types 
of therapy. They vastly improve the environment in hospitals. They make 
possible less restraint and less seclusion. They cut down on shock therapies, 
They permit the granting of more freedom to patients, and hence speed their 
return to normal lives. New Jersey’s favorable experience with tranquilizers 
in mental cases, of course, is duplicated throughout the Nation. 


Today, then, many of the patients who formerly required actual 
physical restraint in the disturbed wards of only 5 years ago can be 
relieved of their manic tensions and made accessible to psychotherapy. 

But that is only part of the changed picture. Paralleling the 
revolution inside the mental hospital is the dramatically altered situa- 
tion of those thousands of people suffering from borderline, but 
potentially grave, mental and emotional disturbances. For them the 


advent of the new drugs has in many cases eliminated the need for 
hospitalization. 
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In all this salvaging of sanity before the shocking experience of 
being “put away” we have perhaps one of the most striking in- 
stances 1n the history of medicine of the reduction of human wastage 
and social distress. Countless men and women who a decade ago 
would have been inevitably doomed to prolonged hospitalization have 
instead remained at home with their families and gone on with 
reasonably useful and normal lives. 

In giving new hope to those suffering from mental illness and in 
making possible this tremendous saving to society, these new tran- 
quilizing drugs have been of immeasurable social and economic value 
to individuals and to the Nation. 

How did that medical breakthrough come about? Since you have 
called upon Smith Kline & French first, may I try to summarize our 
part in it—and particularly our massive and vital clinical research 
contribution to that medical advance. 

During the late 1940’s we gave a top priority to research on com- 
pounds which might potentiate other drugs, especially sedatives— 
that is to say, which might strengthen the effect and prolong the 
action of these other drugs. In the course of our search we became 
interested, early in 1952, in a compound, a variant of the antihista- 
mines, which appeared to have marked potentiating characteristics. 
It was called chlorpromazine; and in the same year we got a license 
on this compound from the French company that had the American 
patent rights. 

Interestingly enough, chlorpromazine was, at that time being in- 
vestigated principally as a surgical premedicant and as an antiemetic 
agent. In fact, our first new drug application sumbitted to the FDA 
was for the latter use. 

But in the light of our long research experience with compounds 
affecting mood and behavior, and with some promising leads from 
abroad, we became convinced that chlorpromazine might prove to 
have even greater clinical possibilities in mental illness than it had 
demonstrated in the control of vomiting. 

The research task that followed was neither easy nor quick. It 
took over 2 years to accomplish the first step: the animal and human 
pharmacological testing. Wer, during the animal experiments and 
clinical determinations which our American laws require for the new 
drug clearance of any drug, we had, while evaluating chlorpromazine 
as an antiemetic, turned up certain adverse side effects which were 
of concern both to us and the Food and Drug Administration. Be- 
fore we could go any further, we had to fully explore and determine 
the true significance of these side effects. 

Even more important was the next impediment to our progress: 
The entire proposition that mental illness might be effectively treated 
with chemicals was a revolutionary, even an alien, concept. Many 
po investigators were highly dubtonn about this soesibility some, 
indeed, even fundamentally rejected the entire idea. Our task of 


finding accredited medical invesigators to prosecute for us the essen- 
tial clinical research was long and difficult. 

But, as this committee may know, one has to go still further. 
It was not enough for us just to establish, by massive clinical test- 
ing, the basic therapeutic benefits of a tranquilizing drug and to 
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pinpoint and weigh against these the potential limitations of possible 
side effects. we had, in addition, to demonstrate that the pharma- 
cological activity of chlorpromazine was effective and had no injurious 
consequences in the presence of various specific illnesses, such as 
tuberculosis, epilepsy and cancer, which often accompany or aggravate 
mental and emotional disturbances. In the case of each such assgo- 
ciated disease, adequate clinical proof had also to be developed and 
furnished to the FDA for clearance. 

And, lastly, similar exhaustive testing and evalution had to be 
performed to clear the clinical use of each and every one of the 
numerous dosage forms in which the drug was presented—the whole 
array of tablets, sirup, ampoules, vials, sustained release capsules 
and suppositories, all developed to aid the doctor in his admin- 
istration of the drug. This involved extensive repetition not only 
of the pharmacological study and animal testing which had gone 
before, but also further broad-scale clinical testing. I repeat: The 
road was long, arduous, and costly. 

While I was preparing this statement, I tried to think of howI 
could most effectively and quickly give this committee an idea of 
the overall magnitude of this undertaking. It first occurred to 
me that I might do it by presenting to the committee our bibliography 
on chlorpromazine, comprising 1,782 medical articles; and that on 
prochlorperazine, listing 149 reports published during the few years 
we have worked with the drug. But I finally decided that I could give 
you the most meaningful and rapid impression of our labors with the 
early tranquilizing drugs if I were to exhibit here copies of the actual 
“New Drug Applications” and “Supplementary Applications.” These 
are the documents which were filed from time to time with the Food 
and Drug Administration as a prerequisite for marketing. I have 
asked our medical director to bring them along, and there they are 
for examination by the committee and its authorized personnel. 

Here they are behind me, the whole array of 24 books that were 
necessary in filing proper applications with the Food and Drug 
Administration. These are for examination by the committee and 
its authorized personnel if they would like to examine them. 

These 24 volumes show in detail the vast animal experimentation 
that preceded human testing and the thousands of patients to whom 
the drugs we supplied were then administered by clinical investi- 
gators—irreproachable and independent men who we knew would 
evaluate these drugs of ours without favor. 

As the committee knows, under the Food and Drug regulations, 
records of all relevant medical testing, whether the results are favor- 
able or unfavorable to the drug, have to be supplied in detail. 

The FDA does not accept anything save the work of recognized 
clinical investigators. These experts we had to enlist, provide with 
drugs and in most instances assist by grants—once we had persuaded 
them that this clinical research on chlorpromazine and on other trai 
quilizers was promising. 

Thereafter the work of assembling and evaluating the great mass 
of clinical data was carried out by our own research groups. 

In addition, the contents of these new drug volumes reveal how we 
were able eventually to have both chlorpromazine and prochlorper® 
zine extensively tested in mental institutions in virtually every State 
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of the Union. This expert evaluation of their therapeutic properties 
formed the clinical basis upon which they could ultimately be mar- 
keted. Once marketed, they went on to achieve broad-scale use by 
1956 and the mental health revolution that I have described. 

We are proud of this Smith Kline & French research and clinical 
investigation performance. In large measure its success is a tribute 
to the 750 men and women in our Research Division: physicians, 
chemists, pharmacologists, microbiologists, biochemists, and other 
specialists, 

They have learned that, in research, failure, rather than success, is 
the rule. Last year, for example, our Smith Kline & French research 
workers tested over 1,500 new compounds, and we will deem their 
efforts successful if even one clinically important new product eventu- 
ally emerges. 

ur faith in this sustained research work is perhaps demonstrated 
by the steady increase in our annual research expenditure—a sum 
that has over 10 years increased from $1,900,000 in 1950 to over $13 
million for 1960. In these years, 1950-60 inclusive, we will have spent 
on research a total of almost $70 million. 

Necessarily in this introductory statement, I cannot deal with the 
subject of ethical drug pricing at length. But one point about chlor- 
promazine pricing warrants brief mention. 

When our massive clinical research had demonstated the value of 
chlorpromazine in the treatment of mental illness, and it began to be 
used both in large dosage units and on a wide scale in public institu- 
tions in large quantities, we progressively reduced our prices to State 
and Federal hospitals. 

The result: Between May 1954 when chlorpromazine was first 
marketed, and the present time, the cost per patient in most mental 
hospitals for a daily average dosage of 400 milligrams of chlorpro- 
mazine came down from around $1 per day to about 15 cents per day. 

In closing, I wish to cover briefly the final, indispensable stage of 
the long, hard journey of a drug from test tube to sick patient—I 
refer to ethical promotion to the medical profession. 

Hear let me point out that the most important respect in which our 
ethical pharmaceutical promotion differs from consumer promotion to 
the public is that it is dedicated more to education and imparting 
vital information than to selling. 

I wish there were some other nomenclature for the terms: “Medical 
—, “advertising to the doctor,” “detailing,” et cetera, which 

strongly feel give a wholly false impression of this operation. 

The operation should, instead, in my opinion, be designated by 
some such term as “medical information” or “clinical education.” 

The obligation of pharmaceutical promotion to educate and inform 
and caution is heavy enough even in the course of introducing a new 
member of a class of drugs whose clinical applications are pretty 
well understood. 

But the job of guiding the medical profession in the practice of 
an entirely new and revolutionary technique of medicine—as in the 
case of the clinical administration of chlorpromazine—constituted, 
as you may imagine, a truly formidable responsibility, a responsibility 
which we continued steadfastly to discharge over the years as, one after 
another, valuable new applications of these drugs had to be explained 
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to the physician. Let me cite a typical instance: in the early days of 
chlorpromazine Smith Kline & French sent out at least eight special 
mailings, to all physicians, almost totally devoted to discussion of 
the hazards attending the use of this potent drug. 

Doctors are busy people. Most of them do not have the time to 
attend postgraduate refresher courses or even to keep abreast of the 
voluminous articles in the mass of medica] journals—let alone the 
time and facilities directly to evaluate new drugs. 

It is, therefore, a basic phase of S.K. & F.’s job—in the interest 
of medical progress, which must be synonymous with our own 
interest—to bring to the doctor all the facts about our new drugs, 

And here again, as in every field of our endeavors, our reputation 
is of prime importance. Doctors can—and do—rely on statements 
which we, and other reputable drug companies, make about our 
products. 

It goes without saying that, in the presentation of a new pharma- 
ceutical to the medical profession, S.K. & F. must be positively sure 
of its ground, for the integerity of an ethical drug company is its 
most important asset if that company is to survive and grow. 

In this summary, touching only the highlights, I have tried to 
show how we proceeded in the development of our tranquilizing 
drugs. I have mapped the long and arduous road that must be 
traveled by a laboratory compound before it ever reaches the shelves 
of the dispensing pharmacist and fills the prescription written by 
the doctor. 

It is our hope that S.K. & F., by continuing to press forward with 
its research program and by maintaining the enthusiasm and drive 
of its well-trained organization, can do its share toward seeing that 
the chlorpromazine story will not be the last of its kind. 

Thank you very much. 

Senator Kerauver. Thank you very much for your statement, Mr. 
Munns. What follows will be entered into the record. 

Mr. Munwns. Yes, I wish you would, sir, put the attachments into 
the record. 

Senator Kerauver. The article from the Wall Street Journal will 
be or 84A. The article by Drs. Brill and Patton will be exhibit 
84B. 

Exhibits Nos. 84A and 84B may be found beginning on p. 9451.) 

Senator Keravver. Mr. Dixon. 

Mr. Dixon. Thank you, Mr. Chairman. 

Mr. Munns, chlorpromazine is the generic name for your product 
which you sell under the trade names Thorazine and Compazine, is 
that correct, sir? 

Mr. Munns. You used the generic name chlorpromazine? 

Mr. Drxon. Yes 

Mr. Munns. Thorazine is the trade name for chlorpromazine. 

Senator Keravver. Let’s get that very clear. . 

Mr. Munns. Chlorpromazine is the generic name for Thorazine, 
yes, sir. 

Senator Keravver. What you sell is Thorazine and Compazine! 

Mr. Munns. Compazine is prochlorperazine. 
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Mr. Drxon. I think it would be most important for the record, 
Mr. Munns, to obtain from you an estimate of the sales of these 
products. For instance, what percentage of your sales of Thorazine 
goes to public institutions and the government ¢ 

Mr. Munns. You only want percentages? 

Mr. Drxon. Yes, sir. 

Mr. Munns. Can I suggest that we rather think this is confidential. 
If you would agree with me, I would be glad to furnish you those 
percentages, but I prefer not to discuss them in public hearing. 

Senator Kerauver. We just want estimates. om see that that 
is a trade secret. 

Mr. Munns. Let me say we sell substantial quantities in the Federal 
and State hospitals. 

Senator Kerauver. Would it be 50, 60,70 percent? 

Mr. Munns. Somewhere in that neighborhood, sir, Iam not tryin 
to be evasive, but I do think that is confidential information and o 
great benefit to our competitors. I will be very glad to furnish it 
to your committee. 

enator Keravuver. I really can’t see how that is confidential, Mr. 
Munns. Of course, we could get it the hard way and write all the 
State and public hospitals. 

Mr. Muwns. I don’t want you to go the hard way. 

Senator Kerauver. To find out just what you sell. But you have 
made quite a point here about selling to State hospitals. 

Mr. Munns. I don’t have an actual percentage, sir, but I would 
estimate that about 70 percent of the volume of our drugs would 
be in State and mental hospitals. 

Senator Kerauver. Does that include the Federal Government? 

Mr. Munns. I’m sorry, that includes the Federal Government also. 

Senator Kerauver. That is all we want. 

Mr. Dixon. Now, Mr. Munns, in your statement as early as page 2 
you stated, “the drugs which we have pioneered, together with severa 
developed by other manufacturers” were responsible for the develop- 
ment of chlorpromazine. You were talking about that development, 
were you not? 

Mr. Munns. I certainly did not mean that in my statement. When 
I said “together with other manufacturers,” I was referring to our 
orapetien the other tranquilizers that are on the market. 

r. Dixon. That is my understanding of it also. 

Mr. Munns. Yes, I’m sorry that that was not made clear. 

Mr. Drxon. According to our information, Mr. Munns, the product 
chlorpromazine is produced under a patent—— 

Mr. Munns. Yes, sir. 

Mr. Dixon. Which you sell as Thorazine. 

Mr. Munns. That is correct. 

Mr. Dixon. On July 14, 1953, a United States patent was issued 
to Rhone-Poulenc, not Smith Kline & French. 

Mr. Munns. Not Smith Kline & French, Rhone-Poulenc. 

_ Mr. Drxon. Rhone-Poulenc is a French pharmaceutical company, 
is that correct, sir ? 

Mr. Munns. Among other things. They do make pharmaceuticals. 
It is a very large chemical house. 

Mr. Dixon. But it is a French company ? 
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Mr. Monns. It is a French company. 

Mr. Drxon. On July 14, 1953, they obtained from the Patent Office 
an American patent for the production of chlorpromazine. 

Mr. Munns. That is correct. 

Mr. Dixon. Then you became a licensee of Rhone-Poulenc there- 
after, did you not, sir ? 

Mr. Munns. We obtained a license from Rhone-Poulenc in 1952, 
if you will look at your records, sir. 

r. Dixon. Before the patent was obtained ? 

Mr. Munns. Before the patent was obtained, but after it had been 
applied for by the French company. 

r. Drxon. Now, Mr. Chairman, I would suggest that this patent 
‘be marked as “Exhibit 85.” 

Senator Keravuver. Let it be made exhibit 85. 

(Exhibit No. 85 may be found on p. 9469.) 

Mr. Drxon. With reference to the activities that your company 
engaged in, just exactly what did your company have to do with 
the production of this product and the original invention and dis- 
covery, since it was eventually patented by Rhone-Poulenc? 

Mr. Monns. Mr. Dixon, T thought in my statement I made it 
abundantly clear the massive amount of research and development 
work we had to do in order to get this product fit for human use 
and approved by the Food and Drug Administration. These books 
are an example of the work that we had to do. 

Mr. Drxon. But did you have anything to do with the research and 
development of the product itself? 

Mr. Muwns. The invention of the simple compound, where it was 
demonstrated to have pharmacological action, was by the French. 
But that is a far ery from having a drug available for use for sick 
people in the United States or anywhere else. 

Mr. Drxon. Who first found that this product, chlorpromazine, had 
a tranquilizing property ? ° 

Mr. Muwns. I cannot say specifically. It was almost simultaneous 
either way, but certainly in this concept as I said in my statement—— 

Mr. Drxon. We believe the tranquilizing properties of this product 
were first published under the auspices of Dr. Heinz Lehmann of 
Montreal. \ 

Mr. Munns. I’m sorry, you have me there. I do not think that is 
right, but I won’t quarrel with you. I think there were earlier articles 
than that. 

Mr. Drxon. I believe that iscorrect. Dr. Lehmann will appear here 
and that will be developed. 

Senator Keravver. Let us identify Dr. Lehmann and Hanrahan. 
They are at the Verdun Protestant Hospital in Montreal. They 
worked on some of this product developed by the Rhone-Poulenc 
Co. They first found it had tranquilizing effects. 

Mr. Munns. I know Dr. Lehmann did work on it. I do not know 
if he was first or not. That is the point Mr. Dixon asked me. 
I just don’t know, frankly. 

Senator Keravuver. That is what I think the medical journals show. 

Mr. Drxon. Mr. Munns, did Dr. Lehmann have any connection 
with you? Was he in the employ of your company ? 

Mr. Munns. No, sir. 


issua 
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Mr. Drxon. In other words, what he was doing was in connection 
with Rhone-Poulenc, was it not ? 

Mr. Munns. That I do not know. I do not know anything about 
Dr. Lehmann. I had to rack my brains when you introduced his 
name. 

Mr. Dixon. The point I want made perfectly clear, if we are capable 
of establishing it, is that Rohne-Poulenc secured the patent on chlor- 
promazine in the United States. 

Mr. Munns. That is correct; yes. 

Mr. Dixon. As I understand it from your statement, prior to the 
issuance of that patent, you were under a license arrangement with 
Rhone-Poulenc ? 

Mr. Munns. Yes. 

Mr. Dixon. You were engaged in clinical research or whatever 
was required by the Food and Drug Administration ? 

Mr. Munns. That is right. But we could not get the drug on the 
market until 1954. It took us 2 years to accomplish that. 

Mr. Dixon. But was that with respect to the tranquilizing effect 
of this drug ? 

Mr. Munns. It was with respect to all aspects of this drug, its use 
in nausea and vomiting, its presurgical use, and its use in mental 
and emotional illness. All phases had to be explored and it had 
to be properly demonstrated that the drug was safe for human use in 
all its applications. 

Mr. Dixon. We will establish later on, very clearly, who made this 
first discovery of the tranquilizing effect of chlorpromazine. 

(At this point Senator Hart left the hearing room.) 

Senator Dirksen. Can I ask at that point, was the French product 
cleared for use in the American market or not? 

Mr. Munns. We applied for the new drug application, if that is 
what you mean, sir. 

Senator Dirksen. What I mean is this: If you were licensed to 
produce this 

Mr. Munns. Yes. 

Senator Dirksen. But you refined it before you ever put it on the 
market for human use—— 

Mr, Munns. They applied in 1951, the patent issued in 1953, and 
the Food and Drug Administration would not permit its sale in the 
American market until 1954. 

Senator Dirksen. So the French product was not cleared for human 
use in the American market ? 

Mr. Munns. No, sir; not at all. 

Senator Kerauver. As I understand it, sir, you did not discover 
the drug. Rhone-Poulenc did the research and discovery of it. 

Mr. Munns. They discovered the 

Senator Kerauver. The first use was by French surgeons long 
before you had anything to do with it. It began as an antihistamine, 
but they found it made people drowsy. Then there was some tran- 
quilizing effect found by these two physicians in Montreal. What 
you are talking about is that you did a great deal, not in discovering 
the drug or in first using the drug, but in getting it accepted by the 
Food and Drug Administration. Is that what you mean? 
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Mr. Mounns. That is not an easy thing, sir, that part of the program 
in developing a drug. The discovery of a compound or a substance 
with a pharmacological action is only the first step, believe me, sir. 

Senator Kerauver. I must say, from reading your statement, one 
would get the idea that you are the one that developed this drug, 

Mr. Munns. No, sir. T think if you will examine my statement 
a little more closely, we do not lay claim to that, 

Senator Kerauver. Anyway, it is clear that you had nothing to 
do with its development and first use. 

Mr. Munns. We had nothing to do with the discovery of the 
compound. We had a lot to do with the development of its use. 

Senator Keravuver. I say its first use was by somebody else. It 
was first used as a tranquilizer by somebody else. 

Mr. Munns. First use? 

Senator Kerauver. By French surgeons and two Montreal phy- 
sicians as a tranquilizer. 

Mr. Muwns. I can’t give you chapter and verse, the exact history, 
of that, sir. I am just not familiar with it. But I do want to be 
very emphatic that we played, I will say, the major role and did the 
most work in the development of chlorpromazine to get it readied for 
proper use and to demonstrate its value and safety in its various uses. 

r. Drxon. Do you mean by that, Mr. Munns, that you performed 
the necessary steps under the Food and Drug Administration require- 
ments—clinical tests and whatnot—that are required by them before 
they will give permission for it to be sold as a drug product? 

Mr. Munns. That is part of it, but we also had to clearly demon- 
strate that the drug was any good. Furthermore, in our clinical 
evaluations, we discovered to our dismay that this had an attendant 
side effect of jaundice, which is something the French have never 
even admitted to, even to this day. 

Mr. Drxon. But did you modify the nature of the product with 
this discovery ? ‘ 

Mr. Munns. No, sir. 

Senator Keravuver. What you are selling is exactly what the French 
made and what is licensed here? You are just capsuling, putting 
in tablet form and reselling, exactly what the French company made! 

Mr. Munwns. Chlorpromazine, yes. 

Senator Keravver. All right. 

Mr. Drxon. Mr. Chairman, because it has been mentioned that 
Smith Kline and French entered into a license agreement with 
Rhone-Poulenc, I would suggest that this agreement dated May 1, 
1952, and revised October 1, 1952, be made exhibit 86 for the record. 

Senator Kreravver. It will be made exhibit 86. 

(Exhibit No. 86 may be found on p. 9474.) 

Senator Dirksen. Mr. Chairman, before we get away from Mr. 
Dixon’s point, just so I get this in mind—Mr. Munns, your relation- 
ship to a drug of this kind is not unlike the experience we had in 
the history of penicillin, I take it. Actually, Dr. Fleming and his 
associates at the Oxford Hospital in London discovered penicillin, 
and it lay dormant. It was on the shelf for 15 years, as I under- 
stand it, and it wasn’t until our people—and actually much of the 
work was done in an agricultural laboratory in Peoria, IIl., where 
they found the deep vat culture that was necessary so that you 
could produce it in quantities, and then it had to be refined. So 
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you get it in an entirely different form today. Isn’t that essentially 
the relationship you had to these tranquilizers? You didn’t dis- 
cover them, but to make them usable in the American market, a 
yast amount of clinical work had to be done? 

Mr. Munns. That is part of it, sir, but in fairness to the committee, 
Idon’t think that we refined the substance. 

Senator Dirgsen. The basic substance ? 

Mr. Munns. The basic substance I would concede was in existence. 
The various forms that were needed in order to use the drug properly 
were developed by us independently. Whether the French also did 
the same things, I am not in a position to say. But to me there 
is a difference in the development of drugs. There is the basic 
compound that is recognized because it has some peculiar physi- 
ological action in an animal. Then the compound is tested to deter- 
mine that its action in the animal is useful, That is the basis for 
the invention and the patent. But that is only the first step in 

etting a drug available for the medical profession in the United 
States. There are so many facets that have to be buttoned up, if 
ou will. 

. Senator Dirksen. The point I am trying to make is this. It has 
absolutely no value so far as an afflicted person is concerned until 
you get a certificate from the FDA that it can be put on the market. 

Mr. Monns. That is quite correct, sir. 

Senator Dirxsen. And until you can get that certificate that work 
has to go on, until you can qualify it? 


Mr. Munns. That is correct, sir. 
Senator Kerauver. I think on that point—— 


Senator Carrott. May I ask a question ? 

Senator Krerauver. Let me discuss one thing while we are on this 
point. You say that the product which you sell is just exactly the 
product that you get from Rhone-Poulenc that is patented here and 
that you add no medication to it. You put it in tablet form, I sup- 
pose, ane sell it? I know you make it here, but it is under this 
patent ¢ 

Mr. Munns. It is the same compound. That is essentially correct, 
yes. 

Senator Kerauver. It is the same thing as the French made? 

Mr. Munns. We have made refinements, but I think your point— 
I will accept your point. 

Senator Gyitven. Mr. Frances Boyer is quoted in Fortune mag- 
azine. He is chairman of your board. 

Mr. Munns. Is this recent, sir? I haven’t seen it. 

Senator Keravuver. It is dated May 1957, and talks about this drug, 


chlorpromazine, which you sell under the trade name of Thorazine. 
Quoting from Fortune: 


We were pretty discouraged at first. * * * When we told U.S. psychiatrists 
about the French results, they said, “Very interesting, keep us informed,” ac- 
cording to one Smith Kline & French official. Meanwhile, Smith Kline & 
French found that Thorazine, like Compazine— 


and 


Mr. Munns. I am verysorry. I couldn’t hear you. 
Senator Keravver (continuing) : 


Meanwhile Smith Kline & French found that Thorazine, like Compazine and 
Phenergan, was effective in preventing vomiting. A sales drive centered around 
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this feature was being planned when Drs. Heinz Lehamann and G. Bf, 


Hanrahan at Verdun Hospital in Montreal reported the successful use of 
chlorpromazine from Rhone-Poulenc, Ltd., on psychiatric patients. The results 


was the introduction of chlorpromazine to the United States as a tranquilizer, | wha 


Is that correct ? ; ' 
Mr. Munwns. If you are reading from Fortune, sir. I can’t argue 


with it, and further, I don’t want to argue against my good chairman. | 


Senator Krravuver. In other words, you were using it as an anti- 
histamine? 
Mr. Munns. No, sir; we were not. 


Senator Keravver. It had started off that way and then the French | 


found out it had a tranquilizing effect, and these Canadian doctors. 
did too, and then you applied to the Food and Drug Administration 
for its use as a tranquilizer. But the Canadians and the French 
were first ? 

Mr. Munns. Very well, but I would like to qualify your statement 
by saying they had a hint, and a hint is a long way from having a 
drug acceptable for use. 

Senator Keravver. All right. 

Senator Carroty. May I ask a question ? 

Senator Kerauver. Yes, Senator. 

Senator Carroty. You used the expression that you changed the 
form. You did not change the basic compound. When you used 
the word “form” 

Mr. Munns. In various forms. That would be in tablets—you 
mean in tablets? 

Senator Carrotu. Yes. 

Mr. Munns. Suppositories, ampules, yes. 





Senator Carrotu. Did you use the basic compound and any other | 


ingredient with it? 

r. Munns. There is no other ingredient as such. There is a need 
to change from one salt to another, depending on the form of the drug. 
In other words, you use a different salt in the preparation of an 
ampule that you might use in the preparation of a tablet. 

Senator Carrotu. I think you ade made the comment, if I under- 
stood you correctly, that this Sidi compound would produce jaundice! 

Mr. Munns. That was our unfortunate experience; yes, sir. 

Senator Carroti. How did you eliminate that? 

Mr. Munns. I regret to say that it has not been eliminated. We 
were able to determine through very massive pharmacological work 
and clinical observation that the incidence of jaundice was quite low. 

Senator Carroty. Mr. Chairman, what I wanted for the record, I 
think this at least clears it for me. In other words, you did use the 
basic compound but you changed its form in the tablets? 

Mr. Munns. With some we used the basic salt, others we changed, 


es. 

Senator Keravver. Tablets, suppositories or injection. That is 
what you mean by form? 

Mr, Munns. Yes. 
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Mr. Dixon. The basic point is this, is it not, Mr. Munns—you did 
what was required under your license agreements with Rhone-Poulenc; 
isn’t that a true statement? You could only do with this product 
what was provided for in your license agreements with Rhone- 
Poulenc ? 

Mr. Munns. Well, it was provided in the agreement that we could 
sell chlorpromazine in the United States. What we did with it was 
for our own purposes to be sure that what we were going to offer to the 
public was in every respect what we were to say it was, and that it 
was useful, 

Mr. Dixon. May I make reference to this license agreement which 
is now exhibit 86% In the first paragraph of this license 
agreement—— 

Mr. Munns. Just a minute, sir. I mean you have got me at a 
disadvantage. 

Senator Kerauver. You may bring your counse] around. 

Mr. Muwns. I just want to get the document you are working on. 

Mr. Drxon. It is entitled “Preliminary License Agreement dated 
May 1, 1952.” 

Mr. Munns. I realize that, but I would like to see what you are 
reading, sir. 

Senator Krerauver. Mr. Beachboard, why don’t you come and sit 
with Mr, Munns? 

Mr. Munns. I am looking for my book. Iam sorry; it has suddenly 
disappeared. 

Go ahead, sir. 

Mr. Dixon. We will give you a copy, sir. 

Mr. Munns. Thank you very much. 

Mr. Dixon. If you will refer to the paragraph that is preceded by 
the number one. 

(Go ahead, sir. 

Mr. Drxon. It has the initials R-P, which I understand stands for 
Rhone-Poulenc ? 

Mr. Munns. Correct. 

Mr. Drxon (reading) : 

Hereby grants to SKF— 
this is your company— 
an exclusive license to manufacture Rhone-Poulenc 4560, use, sell, and distribute 
such product, directly or indirectly through its subsidiaries or their agents, for 


sale, in specialty form only, in the United States under U.S. patent application 
No, 262,171, and upon request shall assign to SKF its U.S. trademark. 


Mr. Munns. Yes, sir. 
Mr. Dixon (continuing) : 


SKF will examine the trademark’s suitability for the U.S. market, and if it 
should be found unsuitable, will use its best judgment in choosing another. 

Mr. Munns. Yes, sir. 

Mr. Drxon. What was the trademark that Rhone-Poulenc sold 
chlorpromazine under ? 
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Mr. Mounns. I think it was called Largactil. 

Mr. Drxon. In this agreement you had the right to choose your 
own trademark and you chose Thorazine, is that correct ? 

Mr. Mounns. That is correct. 

Mr. Dixon. You were given an exclusive license. If I understand 
the word exclusive, it means that you are the only manufacturer in 
the United States that has this privilege, is that correct ? 

Mr. Monwns. That is correct. 

Mr. Dixon. That is, to sell it ? 

Mr. Mounns. That is correct. 

Mr. Drxon. It is required here that you can only sell it in specialty 
form. If I understand that, does that mean you cannot sell it in 
bulk form ? 

Mr. Mownns. My interpretation of this as a layman, I am not a 
lawyer, is that we are only going to sell it in specialty form. 

Mr. Drxon. That is the finished form that we have been talking 
about to hospitals or druggists ? 

Mr. Mounwns. That is right. 

Mr. Drxon. Now I call your attention to paragraph 4 of that license 
agreement, and I read it. Itsays: 

As long as no one other than SKF is lawfully selling substantial quantities 
of a product with the same basic ingredient as R-P 4560 in the United States, 
SKF will pay to R-P a royalty on the net sales of R-P 4560 in specialty form 
in accordance with the following scale. 

Tt has a column there—— 

Mr. Munns. Excuse me, sir, unless you insist, I would prefer again 
not to publicize our rates of royalty. You have them before you. 
There is no attempt to conceal from the committee, but I don’t think 
that belongs in the public domain. 

Senator Kerauver. This can be secured from Rhone-Poulenc. I 
think the public is entitled to know it. It is very relevant. 

Mr. Mounns. You are making it very difficult for us with our 
competitors. 

Senator Keravuver. You don’t have any competitor in this field. 
You have a monopoly 

Mr. Muwns. We have considerable competition in the tranquilizing 
field, sir. I am speaking of another type of competition. I am just 
asking your permission not to put it into the public record. It isa 
decision for you to make, sir. 

Senator Dmx«sen. Mr. Chairman, I suggest the committee leave it 
undisclosed, and we can discuss it. I think the witness makes a point 
and he is entitled to be heard on it. 

Senator Krravver. This is no trade secret, Senator Dirksen. 

Senator Dirxsen. But the point is, What bearing does it have upon 
the investigation that we are making here? , 

Senator Keravver. I think it has a bearing on price, on what Is 
happening with these exclusive patents that are being issued, and 
why the price is so high. 





ADMINISTERED PRICES 8909 


} Senator Dirksen. All right, the committee can take it under advise- 

ment and if after a discussion of the matter we feel that it should be 
disclosed, that is for the committee to decide. But I think it ought 
tobe done in executive session, in view of the request of the witness. 
Ithink it should be respected, for the moment at least. 

Senator Carrot. Mr. Chairman, may I ask a question at this point ? 

Senator Keravuver. All right, Senator Carroll. 

Senator Carro.u. I observe here in the chairman’s opening state- 
ment, 

Sales at the manufacturers’ level are estimated to be in the neighborhood of 
$175 to $200 million a year. 

We are talking about sales of tranquilizers? 

Mr. Munns. Yes, sir, is that the chairman’s statement you mean, 
sir? 

Senator Carrot. Yes. 

Mr. Muwnns. Yes. 

Senator Kerauver. I wasn’t talking about Thorazine. Those sales 
are substantial, but my figures refer to all tranquilizers. 

Senator Carrott. What I was leading up to is this. How big is 
Smith Kline & French in this field? How much of this market do 
you have ? 

Mr. Munns. I hate to keep pleading for confidentiality. We have 
agood—we are substantial in this market. 

Senator Carroiyi. Forgetting about this particular drug, what I 
am trying to find out is, How big are you in this field? 

Mr. Munns. We certainly don’t have that $200 million volume 
that you are referring to. If you will take an estimate, sir, I will 
be = to give it. 

Senator Carrott. Who are your chief competitors? Who is No. 1 
in the field ? 

Mr. Munns. I suppose that is for me to say? I don’t know any 
more than I read, the statistics and estimates of disinterested people. 
Ihave no personal knowledge of it, but there are other tranquilizers 
that sell more than ours. 

Senator Kerrauver. Senator Carroll, we do have a table here 
from Standard & Poor’s showing the approximate amount in millions 
of dollars sold by these people and other companies. It is as of 
December 1958 and it is sesbelily higher now. We might just as 
well put it in the record at this point. 

Senator Carrot. I thought at this point in view of the contro- 
Versy that has arisen—we have had this in other hearings, I want to 
find out No. 1, No. 2, and No. 3 in this industry. If we had that I 
think it would be helpful. 

Mr. Dixon. That will be exhibit No. 87, Mr. Chairman, 

Senator Kerauver. Exhibit No. 87 is taken from Standard & Poor’s, 
December 1958, on the sales by companies of tranquilizers, 

(Exhibit No. 87 follows :) 
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Producers and estimated sales of mental drugs 





Phenothiazine derivatives: 
was Kline & French_. 
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American Home Products. 
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Rauwolfia alkaloids: 
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Diphenylmethane derivatives (basically antihistamine 
products): 
Pfizer 
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Source: Industry Surveys, Standard & Poor’s, p. D12 (Dee. 18, 1958). 
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Senator Kerauver. Smith Kline & French is the largest seller of 
tranquilizers. 
Mr. Munns. Sir, may I have a copy of that please ? 
Senator Dirksen. Mr. Munns, let me ask you at this point, how 
many companies manufacture tranquilizers and sell them in the United 
States ? 
Mr. Munns. I would suggest between 12 and 15 different companies 
have tranquilizers. , p 

Senator Dirksen. And how many different varieties of tranquilizers 
in the general field, not the high potency type but the type that 
you buy in the drugstore, are there on the market today ? 
Mr. Munns. I would again only have to go from memory and 


I would guess the major portion. I would certainly hate to be 
quoted on this, but I believe that the major portion are of the milder 
variety as opposed to the more potent compounds for the severe 


conditions, but believe me that is off the top of my head. 
Senator Dirxsen. And how many varieties generally are there? 


I mean how many types of them in this milder field? About 15 
to 20% 


Mr. Muwns. It is all relative. 


potency, a little less. 
Senator Dirxsen. I mean the kind that people generally get. 


Mr. Munns. How many of those? 
Senator Dirksen. Yes, 40, 30? 


Mr. Muwns. I would estimate around 8 to 10, 15. 
know, sir. 


I would like to answer but 


I can’t. 


Each one may have a little more 


I really don't 
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Senator Dirksen. I thought I saw a figure somewhere indicating 
there were about 40 types of tranquilizers on the market today. 

Senator Kerauver. Senator Carroll. 

Senator Carroti. Mr. Chairman, I would like to ask, has this 
exhibit been admitted into the record ? 

Mr. Drxon. It is exhibit 87. 

Senator Carroti. Let me ask you this, if there’s a purpose to 
this hearing, and I think there 1s one—we are not talking about 
Miltown derivatives, that kind of a tranquilizer. We are talking 
about the more potent ones for mental patients in hospitals. I want 
to ask you if you would not consider one of your chief competitors 
the American Home Products? That is the sort of a tranquilizer 
we are talking about ? 

Mr. Munns. Yes, American Home Products are competitors of ours. 

Senator Carroti. Would you not say another one of your com- 
petitors is the Schering Corp. ? 

Mr. Munns. Yes, I would, sir. 

Senator Carroty. What we are really talking about, at least to 
keep me from getting confused, is phenothiazine, is that not so? 

Mr. Munns. There are a number of phenothiazine preparations on 
the market, yes. 

Senator Carrotu. But this is principally what we are talking about. 
We are not talking about Miltown, are we? 

Senator Kerauver. Senator Carroll, I think chlorpromazine is the 
generic name covering, but we are talking particularly about 
Thorazine. 

Senator Carron. As I understand it, Thorazine is under this broad 
term of phenothiazine, isn’t it? 

Mr. Munns. That is correct. 

Senator Carrot. Is it not so? 

Mr. Munns. Yes, that is so. 

Senator Carrot. This is what we are talking about. So you have 
here two principal competitors, the American Home Products and 
the Schering Corp., is that not so? 

Pac Munns. I suspect there are others, sir, but I can’t debate the 
ing. 

Senator Carrot. I am reading from Standard & Poor’s Industry 
Surveys, December 18, 1958. This may have changed in the’ last 
year, and I am not in any way casting any aspersions or trying to 
condemn. What we are trying to do is get the record clear. 

Mr. Munns. Under the phenothiazine derivatives there are 5 com- 
panies listed, but there are a great many smaller companies that 
haven’t made the grade, if you wish, or haven’t been included in 
Standard & Poor’s. 

Senator Carro.t. It would seem to me that we are not involving 
any trade secrets. Under Thorazine by Smith Kline & French, in 
Standard & Poor’s survey, it shows as of December 1958 that the 


estimated current sales rate was $25 million. Is that substantially 
correct ? 
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Mr. Munns. That would be substantially correct. 

Senator Caro... All right, let’s go to the next one. Smith Kline 
& French, Compazine I guess you call it ? 

Mr. Munns. Yes. 

Senator Carrott. And I observe that the estimated current sales 
rate is $20 million. 

Mr. Munns. Yes, sir. 

Senator Carrotu. That is under this same date. Now we move 
down to the American Home Products. So in those two large phe- 
nothiazine derivatives, if I read the figures correctly, that is $45 
million as of that date, at the manufactures’ level the estimated 
current sales rate. Now we drop down to your next largest com- 
petitor, the American Home Products, with Sparine, $15 million, 
We drop down to the Schering Corp., Trilafon, $6 million. Then 
Warner-Lambert with Pacatal at $1 million, and finally Searle with 
Dartal, below $1 million. 

Mr. Munns. Yes, sir. 

Senator Carro.u. So as we look at this field of phenothiazine deriv- 
atives, you have better than 50 or 60 percent of the business ? 

Mr. Munns. But, Senator, in discussing these figures in fairness 
it should be pointed out that all of the various types of tranquilizers, 
rauwolfia, the other products listed here all are in competition. If 
you will take these as one class—and the decision as to which type 
of tranquilizer to use is a medical judgment—but in this chemical class, 
your figures stand. I can’t refute them. 

Senator Carrotu. In rauwolfia alkaloid, even assuming Ciba only 
has $15 million current sales rate, so the point is this—I think in 
this field your company is the biggest company. Would you not say 
so? 

Mr. Munns. Well, yes, in the field of phenothiazines, but if you 
move down to No. 4, for instance, you see a different picture, there. 

Senator Carrouu. Yes, that is true; but we are really talking about 
those tranquilizers that go into the mental hospitals, the more power- 
ful potent derivatives, are we not ? 

Mr. Munns. Yes; but I think all of these go into mental hospitals, 
sir. It is a question again of which drug the physician thinks is 
applicable for a particular patient. 

enator Carrouu. Now, a. Chairman, in view of this exhibit, I 
think what has been proved here fairly and sufficiently—as to the 
question of a trade secret, I was going to ask, what is the purpose of 
a license? A license is to sell. What is the consideration of the 
license? The consideration is set out in the license. If we have a 
function to perform here, if we have a purpose in this hearing, it is 
to determine whether there isn’t administered pricing in one of the 
larger corporations, and we take a look at the price structure. 

We cannot ascertain the price structure or the profits unless we 
know what the background is. I can see no reason why this should 
in any way harm this company, and I think it is germane, I think 
it is vital, 1 think it is relevant to this hearing. 
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Senator Kerauver. As a matter of fact, I think this has been 
published in Standard & Poor’s, Mr. Munns. 

Mr. Munns. I did not realize that it was in this detail. We don’t 
publish those figures ourselves. These are estimates, but I won't 
quarrel with these figures. I will accept them. 

Senator Carroti. May I say to the witness I will be the first one 
to protect your trade secrets if I thought it would be something 
harmful to you. But I think as long as we lay our cards out on 
the table, we should thake a look at this thing because I have been 
very much impressed by your statement. I think you have been 
trailblazers in the field. You have done a brilliant job but the 
purpose of this hearing is something different, I believe. 

Mr. Munns. Thank you very much. 

Senator Dirksen. Mr. Chairman, these figures as I understand it 
go back to December 1958. 

Senator Krrauver. Yes. 

Senator Dirksen. Mr. Munns, since this actually did not get on 
the market until about 1956 

Mr. Munns. 1954, sir. 

Senator Dirksen. 1954. Actually, however, the volume was devel- 
oped in 1958-59, so that current figures let us say for December 
1959 might be substantially different from those cited by Standard & 
Poor’s in December of 1958. 

Mr. Munns. The difference between 1958 and 1959? 

Senator Dirksen. Yes. The reason I asked the question is this: 
The last general figure I saw in Newsweek was that there were 40 
companies manufacturing 70 types of tranquilizers, and that the 
aggregate volume was about $143 million a year, and that it was 
the third largest group of drugs or derivatives, and stood next to 
antibiotics and one other that doesn’t come readily to mind. But 
ina year’s time that figure would have changed I would think 
rather substantially. 

And if we are going to deal with figures here, we have got to 
deal with current figures. The question is, Can we figure as of 
December 1959 which would more readily disclose what the exact 
situation is as of now? 

Mr. Munns. I don’t have our final figures on it, I mean for Smith 
Kline & French, and I don’t know what Standard & Poor’s might 
have accumulated for 1959. 

I do feel though that in substance, sir, the number of companies 
and the products that are on the market is probably quite correct 
because Standard & Poor usually is correct in that type of statistic. 

Senator Kerauver. Standard & Poor’s onlv makes these surveys 
every so often and this is the last one that is available to us. My 
understanding is that there has been an increase in the number 
of druggists, hospitals, and so forth. I guess there has been. 

Mr. Munns. I could point out in my statement- 

Senator Keravuver. It is not a terribly large difference I don’t think. 

Senator Dirksen. Mr. Chairman, I suggest for the record that if 
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more current figures are available, that the staff make some effort to 
et it. 

. Mr. Munwns. I think our competition has become much more keen 

in 1959 than it was in 1958, 

Senator Kerauver. They advise me that they have tried to find 
the current figures. This is the last survey. It is just a little more 
than a year old. 

Senator Carrott. Mr, Chairman, I will put a specific question. 
This is dated December 18, 1958. What was your estimated current 
sales rate on thorazine in 1959? Was it up or down? 

Mr. Muwns. | am afraid it was down, sir. 

Senator Carrott. Do you know how much? Do you have the 
figures before you ? 

Mr. Munns. I don’t have them before me, but it would be within 
a 5- to 10-percent range drop. 

Senator Carrott. Now what about compazine? 

Mr. Munns. Compazine would be about the same, sir. 

Senator Carroty. You have had some reduction since these figures? 

Mr. Munns. In the overall picture, yes, sir. 

Senator Carrou. I am referring to the estimated current sales rate 
in millions of dollars. 

Mr. Munns. That you are showing on this exhibit ? 

Senator Carrot. Yes. 

Mr. Munns. Yes, they would in substance be down. 

Senator Carrouu. I think, Mr. Chairman, in view of the questions 
I have put, out of fairness to the witness, if he has those figures for 
the phenothiazine derivatives, if he cares to submit a statement and 
if he thinks it is proper, I would be happy to have that information. 

Senator Kerauver. Is there any statement about that you want to 
submit? If so, we will make it a part of the record. 

As I understand it, you are bringing up no question now about 
the royalty that you pay to Rhone-Poulenc. 

Mr. Munns. We are not doing What, sir? 

Senator Keravuver. You are not arguing the point about the royalty 
that you pay to Rhone-Poulenc, because I do think it is germane and 
important. 

Mr. Munns. No, that is on the record. You mean the figures that 
are in your exhibit ? 

Senator Keravuver. I mean about bringing them out in public. 

Mr. Munns. I would prefer not to, sir, if you will go along with me. 

Senator Keravver. I think it is very important. They may have 
been published, as I understand it. 
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Mr. Munns. No, I don’t believe they have been published, sir. 
Certainly we didn’t publish them. 

Senator Kerauver. I would think that you would want these figures 
1 made public, sir. 

Mr. Munns. Sir, this business of royalties is a little like horse 
trading. You certainly don’t want your competitors to know in 
buying this horse what your top or bottom figure is, or if you are 
selling a horse you don’t want your buyer to know what you will 
go for, and this is a little bit in that position. 

These are not in the public domain. We certainly have never 
released them. 

(At this point, Senator Hart returned to the hearing room.) 

Senator Kerauver. We will survey the situation in the committee. 
Go ahead, Mr. Dixon. 

(The subcommittee subsequently decided to eliminate mention of 
the royalty figures from the license agreements, which may be found 
beginning on p. 9474.) 

r. Drxon. I could examine further along these lines, but if it is 
your instruction, I will just discontinue on it, sir. 

Senator Krerauver. The thing we want to show is that the more 
you sell of this drug the higher royalty Rhone-Poulenc gets. 

Mr. Munns. Well, it is based on our total sales, yes, sir. 

Senator Kerauver. I mean, ordinarily when you sell a little, you 

ay a high royalty, and when you sell more, your royalty would 
ecrease. In this case your royalty, when you sell a large amount, 
more than doubles over a small amount. 

Mr. Munns. Now in the nature of the drug business, you must 
achieve certain volumes even to break even, and it would be utterly 
ridiculous to pay our top royalty on a product that we had not 
anticipated would be of a reasonable volume. It was our position 
that we could not meet the percentage of royalty that they wanted, 
and we forced this into the agreement because it was only fair and 
equitable because we had no idea whether this drug would ever go 
on the market. 

Senator Kerauver. Very well, we will come back to this subject 
after we talk with you further. 

Mr. Dixon ? 

Mr. Dixon. Mr. Chairman, because of this discussion I would sug- 
gest that we now offer for the record several charts. I would like 
toask Dr. Blair to explain them. 

Senator Keravuver. The first chart will be exhibit 88. 

(Exhibit No. 88 follows :) 
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DRUGS 
RATES OF RETURN (AFTER TAXES) 
ON NET WORTH, 1952-1959 


PERCENT 
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NOTE: 1959, 4th Q. estimated on basis of average of first 3 Q's 
SOURCES: FTC-SEC, and Moody's Industrial Manual 





ADMINISTERED PRICES 8917 


Drug companies’ rates of return (after taxes) on_net worth 1952-59 


[Percent] 





All manufac- Drugs (11 Smith Kline & American Carter Prod- 
turing corpora- identical French Labora-| Home Prod- ucts Ine. ! 
tions companies) tories ucts Corp. 


(2) (3) (4) 
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! Carter data for fiscal year ending Mar. 31 following year shown. Net worth figures not available to 
compute rate of return prior to 1957. 

1 As adjusted to eliminate effect of nonoperating income in 1952. 

4 Not available. 

41959 estimated at average for first 3 quarters (Carter for 2 quarters). 


Sources: All manufacturing corporations: FTC-SEC “Quarterly Financial Reports for Manufacturing 
Corporations.”” Named companies: Federal Trade Commission, special tabulation prepared for sub- 
committee, from Moody’s. 11 identical companies: Weighted average of data supplied for these comp- 
anies by FTC, 


Dr. Buarr. Mr. Chairman, the first chart compares the profit rates 
of three drug companies engaged in the marketing of tranquilizers. 
The profit rates are the perce net worth after taxes. The 
period is from 1952 to 1959. The figure for the year 1959 is esti- 
mated on the basis of the assumption that the showings for the fourth 
quarter will be the average of the first three quarters of the year. 

The other figures are as en by the companies in their annual 


reports. At the bottom of the chart is the profit rate for all manu- 
facturing which is published by the Federal Trade Commission and 
the Securities and Exchange Commission. 

Senator Kerauver. For the record, that is 11 percent after taxes? 
. Buiarr. That profit rate was 10.3 percent in 1952 and 10.7 percent 
in 1959. 

Senator Dirksen. Mr. Blair, what is the source of that figure? 

Dr. Buatr. The source, Senator Dirksen, is the Federal Trade 
Commission—Securities and Exchange Commission series entitled 
“Quarterly Financial Reports.” 

- The profit trend at the top, which is available only for the last 
3 years since the company did not publish its net worth figures'prior 
to that time 

Senator Kerauver. Prior to 1957, 

Dr. Buarr. Prior to 1957, are the showings for Carter Products 
Inc., the patent owner of the tranquilizer, which it sells under its own 
trade name of Miltown and licenses American Home Products to sell 
under the trade name of Equanil. Now these profit rates for Carter 
are 49 percent on its net worth after taxes in 1957, 44 percent in 1958, 
and 55 percent estimated for the total year of 1959. 

Moving vertically on the chart, the next trend line relates to the 
company appearing here today, Smith Kline & French. Its profit 
rate in 1952 was 22.7 percent. By 1959 the profit rate on net worth 
after taxes was estimated at 42 percent. Now it will be noted in 
examining the trend line for Smith Kline & French that in 1953 the 
profit rate was 23 percent, but in 1954 it shot up to 38 percent, and 
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then in 1955 to just short of 50 percent. It will be recalled that 
in the year 1954, Thorazine was introduced by Smith Kline & French 
in this country, and the effects of its introduction I think are very 
clearly reflected in the behavior of its profits. 

The next line refers to the profit rates for the American Home 
Products Corp., which as the licensee of Carter sells meprobamate 
under the trade name of Equanil. Its profit rate was 13 percent in 
1952, 18 percent in 1953, 21 percent in 1954, 25 percent in 1955, and 
then it rose sharply to 34 percent in 1956. 

I should emphasize that this is the profit rate applicable to the 
entire company, which of course is one of the nation’s largest whole- 
sale driig and food enterprises as well as being an important manu- 
facturer of drug products through its subsidiary Wyeth Labora- 
tories. But it was in the year of this sharp increase in its profit 
rate between 1955 and 1956 that Equanil was introduced by American 
Home Products. 

Now the next trend line down 

Senator Kerauver. What is the profit rate after taxes for American 
Home Products at the present time ? 

Dr. Bratz. American Home Products has remained fairly stable 
at the profit level of 35 percent after taxes since 1956, the figure being 
36 percent in 1957, 35 percent in 1958, and an average of about 37 
percent for the year of 1959, based on the showings of the first three 
quarters, 

Below the trend line for American Home Products is the trend 
line for 11 identical ethical drug companies. These are large com- 
panies whose principal] line of busimess is ethical drugs. 

It does not include companies which are important producers of 
ethical drugs but themselves are a rather minor part, saleswise, of 
some much larger organizations such as Olin Mathieson, which as 
we know own Squibb. Or American Cyanamid, which owns Lederle 
Laboratories. ° 

The profit rates shown are those of the 11 identical companies for 
each of the years 1952 to 1959. 

Among these is Smith Kline & French, but Carter Products is not 
included because profit data were not available for it on the basis of 
net worth prior to 1957, and American Home Products is not included 
since it itself is a large diversified company. 

The showing for the 11 identical companies is a profit rate on net 
worth after taxes of 13 percent in 1952, approximately 13 in 1953, 
then a rise sets in in 1954, the rate going to 14 percent, then 16.4 in 
1955, 18.4 in 1956, 20.4 in 1957 and approximately 20 percent in 1958 
and 21 percent in 1959. 

That 21 percent in 1959 compares to the figure, as I have indicated 
before, for total manufacturing of 10.7, and to a figure for American 
Home Products of 36 percent, 42 percent for Smith Kline & French, 
and 55 percent for Carter Products. 

Now it may be that the actual showings for the total year might 
turn out to be somewhat different from the figures indicated here for 
the year 1959. However, in view of the recovery of the economy when 
steel production was resumed in the fourth quarter, there is every 
reason to presume that the showings for the fourth quarter in general 
should if anything be above the average for the year. 
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Mr. Cuatrman. I will now follow this with—— 

Senator Dirksen. Don’t move it yet. Mr. Munns, what have you 
got to say about this chart ¢ 

Senator Kerauver. We will be glad to hear what you have to say 
about it, Mr. Munns. 

Mr. Munns. I have several comments if you will bear with me for 
amoment. First of all, you have used, I believe as the basis of the 
capital investment_the previous years total capitalization. 

r. Biatrr. No, sir. 

Mr. Munns. In other words, if you take these figures and revert 
them to the proper year for which you have shown this return I can 
give you an entirely different picture, and these are absolutely authen- 
tic. In 1953 we had 19 percent, in 1954 we had 19.6 percent. 

I beg your pardon, in 1953 we had 19.6; in 1954 we had 31.4; in 
1955 we had 42.7; in 1956, 39.2; in 1937, 36.3; in 1958, 32.5. Now your 
projection for 1959 is very gratifying, but I assure you that it is 
substantially lower than you have projected it. 

Senator Kerauver. Do you have your last quarter report which 
you can furnish the committee ¢ 

Mr. Munns. I believe I can get it. I think we have it here, sir. I 
don’t have it. 

Senator Keravver. It hasn’t been sent as yet that we know of. 

Mr. Munns. The third quarter report ? 

Senator Keravuver. No, the fourth quarter report. 

Mr. Munns. We haven’t closed our figures for 1959, sir. 

Senator Kerauver. All right. 

Mr. Muwns. I wish that we had because it would certainly show 
that this projection is wrong. __ 

Dr. Buatr. Mr. Chairman, incidentally I want to observe that the 
course of the trend line would be fairly close to that indicated here 
on the chart even if, as you pointed out, it were at a somewhat lower 
level. 

Mr. Munns. Yes. 

Dr. Buatr. Now the point that you have raised is based upon a 
misconception. We did not base these figures on the net worth at 
the beginning of the year or, as you say, the end of the preceding 
year. These figures are arrived at by dividing profits by the average 
of net worth at the beginning and the end of the year. This is the 
method histori¢ally followed by the Federal Trade Commission in the 
compilation of the data issued in its Rate of Return report_and_ in 
earlier reports. We have used exactly the same methodology. 

Té happens that when a company is increasing its profits and plow- 
ing back some of those profits into its net worth, to take a profit figure 
at the beginning of the year would give a misleading high profit rate. 
This is true because the profits of a given year such as 1958 would 
be related to the net worth at the beginning of this year, and would 
not reflect the enlargement of the company’s net worth that took place 
during that year. Had we followed the methodology that you sug- 
gest, we waa have indeed made the, very error that you speak of. 

Now at the other extreme, if the net worth is taken at the end of 
the year, as you have done, then there is no reflection of the growth 
of the company’s net worth during that year and the fact that some 
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of those profits related to an earlier part of the year when the net 
worth was lower. 

Consequently, the FTC, to meet this problem, has used the tech- 
nique of taking the average of the net worth at the beginning and 
at the end of the year, and that is the method that we have em- 
ployed here. 

Mr. Munns. You mean, sir, that in each of those previous years, 
forgetting 1959 that that isn’t taken against the yearend net and 
the yearend net worth ? 

(At this point, Senator Wiley left the hearing room.) 

Dr. Buatr. I mean precisely that it is taken on the basis of the 
yearend net against the average of the net worth at the beginning 
of the year and at the end of the year. 

Mr. Munns. Could I ask another question, sir? 

Senator Kerauver. What you mean there, Dr. Blair, is that at the 
end of the year a certain amount of profit is plowed back into the 
business, and if you take the figure on that increased net worth at 
the end of the year, that would not be a reflection of the average. 

This is the technique, as I understand it, that the Federal Trade 
has always followed, and these are Federal] Trade Commission figures. 

Dr. Bratr. The Federal Trade Commission is the source of the 
underlying data presented here. The staff, on the basis of data sub- 
mitted to us by the companies, constructed the series for the 11 iden- 
tical companies. All other figures are just as reported per se by the 
Federal Trade Commission. 

Senator Carroti. Mr. Munns, by your own chart, would you give 
me your net rate of return? I think you read it to the committee for 
1958. The committee chart reflects 35. What does your chart reflect? 

Senator Kerauver. 32.5, Mr. Munns said. 

Senator Carrotu. Is that right? 

Mr. Muwns. Yes, I am sorry, sir, I did not know you were ad- 
dressing me ; 32.5. 

Senator Carrot. It is 32.5 by Mr. Munns’ system and 35 by the 
committee system ? 

Dr. Biatr. By the Federal Trade Commission’s system. 

Mr. Munns. My system is during the year you earn the money, and 
you plow back earnings, and at the end of the year you have a net 
result. I am not an economist or an accountant, but it seems to me 
that is logical. 

Senator Krravuver. Do you have any other comments you want to 
make about this, Mr. Munns? 

Mr. Munns. I have seen this exhibit before in a different form. I 
think in all fairness to the witness and to this committee, I would like 
to know the companies that constitute those 11 represented by the 
dotted line. 

Dr. Biatr. We will be glad to make those names available. 

Senator Kerauver. We will put them in the record. 

(The list referred to may be found on p. 8933.) 

Senator Kerauver. What do you have to say about it? 

Mr. Munns. I just think it is unfair that we have to look at a set 
of figures and we do not know what the composition of that figure 
is, I think it is unfair to the witness. 
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Senator Keravuver. They will be put in the record. We are talking 
about your profits now. 

Mr. Munns. Very well, sir. 

Dr. Buatr. We will put them in immediately after lunch, Mr. 
Chairman. 

Senator Kerauver. Do you have anything else to say about it, Mr. 
Munns? 

Mr. Munns. No, I think that is all. Thank you. 

Senator Dirksen. Mr. Chairman, I have a question I want to ask. 
You have data here showing profits in relation to sales ¢ 

Mr. Munns. Yes, I do. 

Dr. Buarr. That was the next chart I was going to present, Mr. 
Chairman. 

Senator Dirksen. Now, I want to ask one other question, Mr. 
Munns. Taking a look at these figures, and then going back to your 
statement showing that you expect to throw about what, $13 million 
a year, into research ¢ 

Mr. Munns. That is our anticipated budget for 1960, yes, $13 
million. 

Senator Dirksen. Where do you get the money for it ? 

Mr. Munns. Out of these earnings that we make. 

Senator Dirksen. Suppose you did not have these earnings? 

Mr. Munns. We would have to substantially reduce our research 
endeavors, which I think every one here knows is the lifeblood of 
our industry. 

Senator Dirksen. Or borrow into the capital fund ? 

Mr. Munns. Or borrow into capital fund. 

Senator Dirksen. Then, of course, you would be in competition 
with every other borrower including the U.S. Government ? 

Mr. Munns. That is correct. 

Senator Dirksen. So if you are going to do this research work, 
there are only really two places that you can get the money if you 
maintain that tempo and that level of research. One is to take it 
out of profits and plow it back for that purpose for the benefit of 
the people, or otherwise go into the market and borrow, if you can? 

Mr. Munns. That is correct, sir. I would like to make 

Senator Kerauver. I am glad you pointed out, Mr. Munns, that you 
could take it out of profits. There seems to be considerable room 
there for taking it out. But, Mr. Munns, I think it should be pointed 
out and made abundantly clear to everybody that this 42 or 43 per- 
cent, whatever these percentages are—— 

Mr. Monns. I wish you would use the 1958 figures, sir. That is 
more accurate. 

Senator Krravuver. 36 or 37? 

Mr. Munns. 36 percent is not mine, 32, whichever 

Senator Keravuver. All right, that is after payment of all research 
and taxes and operating expenses. Research is, of course, and rightly 
80, charged off as an expense of operation; is that not true? 

Mr. Munns. Yes, sir. 

Senator Krrauver. Even on the point, and I have never seen a 
broader statute in the Internal Revenue Code, as to what covers re- 
search. Attorneys’ fees 





8922 ADMINISTERED PRICES 


Mr. Mowns. No,sir. Iam sorry, sir. 

Senator Kreravuver. Attorneys’ fees protecting patents, and a great 
range of things. You are even allowed to take research expenditure 
and spread it over a period of years. If you have a bad year, you 
can carry your research over into the next year. 

r. Munns. You have given me information, sir, that I was not 
quite aware of. Fortunately, so far we do not have to do it. 

Senator Kreravuver. We put that section of the U.S. Internal Reve- 
nue Code into the record at our last hearing. 

That is substantially, if not in legal terminology, correct. But I 
have read a great many articles, and I have seen a great deal of infor- 
mation that has been sent out by the pharmaceutical concerns, by pub- 
lic relations people, and I am all for the public relations people. 

But in some way or another, the research comes out of this 32 or 36 
percent profit that you make. From that profit you have to deduct 
your research. This is net profit after taxes, after research, after 
salaries, after wages, after everything; is it not? 

Mr. Munns. That is correct, sir, yes. 

Senator Keravuver. How do you justify that, Mr. Munns? After 
all, you have talked about sick people, mental patients, medical costs, 
about the States having to raise tremendous amounts of money, hav- 
ing to pay high taxes to support those hospitals. 

It not only affects the individual, the sick person, who has to buy 
directly from the drug store. It affects the pocketbook of the Fed- 
eral Government and of every State. How can you justify it? 

Mr. Muwns. Senator, this would make an accountant rather sick 
to his stomach, I think, but a rate of return on net worth is not 


necessarily indicative of — operation. 


Senator Keravuver. This is the way every financial house—— 

Mr. Mouwns. From the standpoint of om returns that you are 
talking of. In other words, if I were to sell and lease back our $28 
million worth of buildings, I can,make that figure go way up. It 
has nothing to do with the operation of the business, in my opinion. 

Senator Kerauver. This is all the moneys invested in your business, 
plus all of the profits that have been plowed back. 

Mr. Munns. So far we have not been put to for excessive or high 
capital investments for equipment of manufacture. I cannot predict 
what will happen in the next product that we produce. 

Senator Keravver. You have what is adequate. But how can you, 
in view of the fact that this is a burden on the taxpayers of the Fed- 
eral Government, the States, sick people, and you have a monopoly 
position—nobody else can sell Thorazine and Compazine in the 
United States. How can you justify this? 

Mr. Munns. Senator, I think that is a very fair question, and the 
question of reasonable prices, of course, is always relevant. But let 
me put into the record, if I may, figures on the average prescription 
for Smith Kline & French Laboratories. On the basis of these 
figures, we sell the average prescription for $1.40, and that lasts the 
average patient 16 days, and that seems to me to be a great bargain in 
any league. 
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I will be more specific. Take tranquilizer prescriptions. We sell 
the average prescription, which is the only basis that we can think 
of, for $1.70, which lasts the patient approximately 10 days. And I 
think that is a very, very reasonable price. 

I do want to emphasize, sir, that this is not what the patient pays 
for it, but it is what we sell it for, and there is a difference, as you well 
know. But to me that is a reasonably priced product. 

Senator Kerauver. For that matter you do a lot of wholesaling. 
You started out as a wholesale concern, largely. You buy drugs from 
other concerns and I suppose you have a markup of 15 percent, 
then sell them to druggists and to hospitals, That is a low earning, 
too. 

But here we are with—— 

Mr. Muwns. I am talking about our price for our product, that 
we get, the net price. 

Senator Kerauver. Of course, you have a lot of different kinds 
of drugs. 

Mr. Munns. I grant that. 

Senator Krrauver. As all big companies do. But do you not think, 
Mr. Munns, that with all manufacturing at 11 percent, with profits 
that could pay for your company in 214 years, that you might have 
alittle compassion for these people who have to pay for tranquilizers? 

Mr. Munns. As I said a few minutes ago, I think our products are 
very reasonably priced. If you could make an extension of the figure 
I just quoted and take out 17 percent, the 16.8 percent that we make, 
you will make a very minor reduction in the overall price of these 
drugs to an individual. 

Mr. Drxon. Mr. Chairman, on that point that has been raised, 
from the American Druggists Blue Book we have obtained the prices 
that Smith Kline & French sells Thorazine tablets to the retail drug- 
gist for. 

Mr. Muwns. Yes, sir. 

Mr. Dixon. Let us just take the 50 milligram Thorazine tablet in 
quantities of 500 tablets. In 1957 you charged $3.64 for it, in 1958- 
59, the identical same price; in 1959-60, the identical same price. My 
arithmetic says that is in excess of 6 cents per pill to the druggist. 
I believe the patient pays about 10 cents for it. I believe he may take 
each day from six to eight pills. If I am in error, my arithmetic 
says that the user, if he was buying the pill, would be spending, from 
about 60 to 80 cents a day for the product. 

Mr. Munns. I am sorry, sir, I could not follow those figures you 
have used. Are you talking about our prices? 

Mr. Dixon. Your prices. 

Mr. Munns. The list price, which is less 15 percent. 

Mr. Drxon. This is what is quoted in the Blue Book. 

Mr. Munns. That is the retail price. 

Senator Kreravver. No. 

Mr. Munns. To the retailer. 

Mr. Dixon. That is to the retailer? 

Mr. Munns. Yes, sir. 

Mr. Dixon. Fifty cents into $3.64 is more than 6 cents per pill that 
the druggist pays for it. The druggist, of course, maintains his mar- 
gin and resells it to the consumer for approximately 10 cents per pill. 
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Mr. Mounns. I would not debate that with you, sir, but the figures 
you have quoted are right, less 15 percent. Using the figures that you 
nave quoted, if you will reduce it to the manufacturer’s level, which 
is the thing that I think you are concerned with, we get for that pre- 
scription—we get $3.09. 

Mr. Dixon. Do you give that discount to the druggists if you do 
not have to go through a wholesaler? 

Mr. Munns. We only sell to wholesale druggists. We do not sel] 
directly to the retail outlets. 

Mr. Drxon. So this is to the wholesaler who must maintain his 15 
percent margin to the retail druggist ? 

Mr. Munns. That is right, and we do that because in our considered 
opinion, and it is only our opinion, if we sold directly the costs would 
be more. We could not sustain the services that the wholesale drug 
company gives. 

Mr. I)rxon. It is still 6 cents a tablet-plus when it gets to the retail 
druggist, that is my point. 

Mr. Munns. V ery well. 

Mr. Drxon. Because your price is quoted to the retail druggist less 
15 tothe wholesaler. 

Mr. Muwns. That is right. 

Mr. Drxon. And the $3.64 is what the retail druggist pays for it. 

Mr. Muwns. I will accept that, sir. 

Mr. Dixon. How can you explain to the committee why this price 
has stayed constant? Do not your production costs every come down? 

Mr. Munns. In the pricing of our drugs I think it has been estab- 
lished in previous hearings that it is impossible to get a cost on a 
given drug or a given process. We have an overall “manufacturing 
cost of 30 per cent, as you have seen with the figures we submitted. 

However, when we price a drug, believe me, we have to look at all 
of the factors involved in the ultimate cost of that drug to us. That 
is, the manufacturing, the educational work that must be done with 
the product. Otherwise the drug would not be used and will be of no 
value to the patient. We have to support our research. We have our 
normal administrative costs, and then our taxes. These are the costs 
that. go into it. 

And we arrive at this price which we feel is very fair and equitable. 

Senator Krrauver. Mr. Munns, you talk about advertising, sales, 
and other details. 

Mr. Munns. That is all part of the costs. 

Senator Kerrauver. Yes, but that is all taken out before these 
profits are figured. That is all deducted. 

Mr. Muwns. But thev are all part of costs. 

Senator Keravuver. That is what we understand. 

Mr. Muwns. Just as taxes are part of cost. 

Senator Krravver. But this is after all of that is taken out. 

Mr. Munns. But that is the return on net worth, sir. It has not 
anvthing to do with the return on sales. 

Senator Krerauver. You made four times the average of all manu- 
facturing in the United States in 1958 

Senator Dirksen. Mr. Chairman, let’s take a look at the sales chart. 
What is the picture as a percentage of sales? 
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Senator Krerauver. Senator Carroll, I think, wanted to ask a ques- 
tion. 

Senator Carrotu. I was coming to that question. I wanted to help 
the witness a little bit in this case. 

Mr. Munns. Thank you, Senator. I need it. 

Senator Carrouu. He said if this were extended out, the volume of 
business, having reference here now to the profit and the percentage 
of sales, and I have a report here subject to correction, percentage 
of sales in 1958 was 16.8 percent. Is that substantially correct ? 

Mr. Munns. 16.8. 

Senator Carrott. And your total sales in 1958 was $124,065,774; 
is that correct ? 4 

Mr. Munns. That is correct, sir. 

Senator Carrot. Your profit after taxes was $20,805,309; is that 
correct ¢ 

Mr. Munns. In substance, yes; that is right. 

Senator Carrott. From your previous testimony, if I understood 
it correctly, on the two derivatives or the one derivative in the two 
drugs that you are selling, the two tranquilizers, you did about $50 
nillion worth of business, Is that so, or did you do more? 

Mr. Munns. $45 million, I believe, is the figure you have developed. 

Senator Carroti. What do you say you did in 1958 from those two 
drugs ¢ 

Mr. Munns. I’m sorry; were you talking 1959? 

Senator Carrotn. 1958. 

Mr. Munns. 1958, $45 million, I think by this chart of the com- 
mittee’s. 

Senator Carrot. You say about $45 million. Are you able to 
tell us how much profit you made from those two drugs? 

Mr. Munns. No; I can’t, sir. We do not break out our accounting 
by product. We can’t do it because all of the variables and all of the 
factors that go into the pricing are interwoven with all of our other 
products. We have some 50 items that all have to be manufactured 
and advertised, that is promoted with educational material. This 
work is done for all our products by the same groups, and we can’t 
break the costs out. 

Senator Carroitu. Do you mean to say in your system of accounting 
that you do not break down your major products? 

For example, this is almost $50 million—$45 million out of $124 
million. We will say that is 40 or 45 percent. You would not know 
what the profit is on that ? 

Mr. Munns. I think it would be the 16.8-percent profit that we show 
here in our consolidated figure. 

Senator Carrott. But some of your 50 commodities would yield 
less profit, would they not, than these 2 tranquilizers? 

Mr. Munns. Some more and some less, sir, and I don’t know what 
they are because we can’t allocate the proper charges properly to 
each of those products, and we do have to work in the overall picture. 

Senator Carron. You do not in your system of accounting set that 
up? 

Mr. Munns. No, sir; we do not. 
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Senator Carrotu. This is why I thought I could be of at least some 
8 to have you explain your ideas, so I would understand it better 
at least. 

If it is true that you sold each of these tablets at 6 cents to the 
wholesale outlet, what would it mean if you reduced the price? You 
said if we extended this across the board-— 

Mr. Munns. Yes. 

Senator Carroti. Suppose you sold it at a nickel a tablet, what 
would that mean as a loss to you in these two commodities, these two 
tranquilizers? Do you have any idea? 

Mr. Munns. I have reduced it to a nickel. 

Senator Carrotu. Yes. 

Mr. Muwns. I haven’t that figure and I am afraid I am a bum 
mathematician. But I can give you an exaggerated picture of it if 
you will accept it as an estimate. 

I gave you what we sell our average tranquilizer prescription for 
$1.70. We could reduce to no profit, which obviously is unrealistic, 
but even reducing the price by our whole 16.8 percent net profit, 
it would reduce the total cost of that prescription 28 cents. Or if you 
compute it down to a single day, it would reduce the cost 3 cents 
per day and 1 cent on the tablet, if we reduced it by the 16.8 percent 
profit that we have been discussing. 

Now I think that same ratio would hold if you took a penny, 
10 percent or whatever figure you wanted, you would still have that 
same ratio. But even reducing the price by the entire 16.8 percent 
that we net, which I feel is quite ridiculous, it would give relief 
to the tune of 3 cents a day for all of our tranquilizers or 1 cent 
per tablet. 

Senator Carrot. Let’s forget about prescriptions for just a mo- 
ment. In your sales to Federal hospitals and State hospitals or 
county hospitals 

Mr. Munns. Yes, sir. . 

Senator Carrot. Do you go through a wholesaler? 

Mr. Muwns. No, sir; we sell direct. 

Senator Carroty. And what is your price to them, for these two 
tranquilizers we have been talking about ? 

Mr. Munns. It is difficult to give you a price because we have so 
many sizes and strengths. 

Senator Carrot. Does this depend upon the volume purchased? 

Mr. Munns. You see, in the use of these potent tranquilizers, you 
don’t talk in terms of pills. You have to talk in terms of the total 
number of milligrams necessary for a patient, which is arrived at by 
the judgment of the physician. . 

So that we have strengths from 10 milligram tablets to 200 milli- 
gram tablets. And in the process of treating the patient, the physician 
finally arrives at what he feels is a proper number of milligrams. 
That he moves to the most practical and economical dose. In other 
words, using my 400 milligram as an example, as I have stated in 
my statement, as the average treatment, the physician would prob- 
ably prescribe two 200-milligram tablets. 

Senator Carrott. What percent of your business, with reference 
to these two tranquilizers, is sold to the larger institutions, whether 
they are private hospitals —— 
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Mr. Munns. Well, I gave you a figure reluctantly of 70 percent, 
approximately 70 percent of our volume is in the State and Federal 
mental hospitals. 

Senator Carroty. What percentage of profit do you think you 
make from these large institutions ? 

Mr. Munns. Again I don’t know. I know that in the overall pic- 
ture, in the aggregate we make 16.8 percent. Whether we achieve 
that in the State mental hospitals I just don’t know. I suspect 
we don’t. 

Senator Carrouu. I was following through on Senator Kefauver’s 
question on the cost to the taxpayer, the cost to the institutions. 

Senator Kerauver. Senator Carroll, I think the staff will get around 
to the exact sales figures to the Military Medical Supply Agency and 
tothe Veterans’ Administration. In this case, unlike where there is 
competition in steroid hormones with little companies in the field, 
SKF does not give the Government or mental hospitals a large dis- 
count. 

Mr. Munns. I beg your pardon, sir. 

Senator Kerauver. I say you do not give the Government or the 
mental institutions the same kind of discount that we found in the 
case of steroid hormones. 

Mr. Munns. We give very substantial discounts for volume. 

Senator Kerauver. We will get to the exact figures. 

Senator Carrotn. Mr. Chairman, what I wanted to do is to distin- 
guish, because we have been talking about prescriptions and talking 
in terms of tablets, and I thought we ought to get back a little bit 
more into this big field, as long as we are going to have this informa- 
tion where 70 to 75 percent of the bulk goes. 

This is the purpose of my question. 

Mr. Dixon. Mr. Chairman, exactly on that point, the best evidence 
in our files on actual percentages in the overall sales diversification 
of this company we have received from the Chase Manhattan Bank, 
which we subpenaed and from whom we obtained a great deal of 
information. 

In that material there is a drug stock comparison pertaining to 
Abbott; Merck; Parke, Davis; Pfizer; and Smith Kline & French. 

On this chart there is a column indicating sales diversification, and 
under Smith Kline & French there are these percentages : 

Thorazine 30 percent, Compazine 9 percent, other central nervous 

rugs 9 percent, stimulants 9 percent, other ethical specialties 25 per- 
cent, wholesale volume 16 percent, miscellaneous 2 percent. 

Senator Carrot. What does that first figure represent, the 30 per- 
cent ? 

Mr. Drxon. 30 percent on Thorazine and 9 percent on Compazine, 
the two products for which this company, Smith Kline & French, is 
the exclusive source of supply in the United States. 

So some 39 percent of all of their sales volume comes from these two 
products. 

Senator Carroty. Very well. 

Senator Keravver. Mr. Munns said about 70 percent was sold to 
hospitals, 

Mr. Munns. Yes. 

Senator Kerauver. We will make this exhibit 89. 

(Exhibit No. 89 follows:) 
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Senator Dirksen. Mr. Munns, do you sell to hospitals and par- 
ticularly to the Federal Government on a bid basis? 

Mr. Munns. No, we do not, sir. 

Senator Dirksen. Is it negotiated ? 

Mr. Munns. When I say that I am not sure that it isn’t in the form 
ofa bid, I frankly don’t know. 

Senator Dirksen. Otherwise it is negotiated sales? 

Mr. Munns. I would think that is correct. 

Senator Kerauver. On Thorazine there is nobody to bid against 
you 4 
’ Mr. Munns. But there are many other tranquilizers, sir, that are 
incompetition. 

Senator Keravuver. I know, but not on this particular product. If 
they want to buy that, they have to buy from you. 

Mr. Munns. I would like to refer back to my statement, where Dr. 
Brill discussed the percentages of the drugs he was using in 1956, 
and then subsequently pointed out that they were using many more 
and different kinds of tranquilizers, or planning to use them, so that 
I don’t think this is a static market for anyone. 

Senator Krerauver. Very well, we have the sales to the Veterans’ 
Administration and to the Government, I think. 

Senator Dirxsen. One other question, Mr. Munns. Do you have 
the same volume of promotional endeavor, say, to Federal institutions 
that you do with the private trade ? 

Mr. Munns. No, we would not, sir. 

Senator Carroti. Mr, Chairman, one question more on this line. 
Do you agree with the observation from the document of the Chase 


Manhattan Bank about 30 percent of net sales on one and 9 percent 
on the other drug ? 

Mr. Munns. I am not familiar with that document. I have great 
respect for that bank, and I will assume that by their research they 
are proper figures, although I have not seen the document. 

Senator Carrott. So therefore we have approximately 40 percent 
of $124 million which represents these sales in 1958. 
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Mr. Munns. I think 40 is high, sir, but look, I won’t quarrel with 
it. It is within that range. 

Senator Carroty. And you now say that you do not keep a separate 
accounting showing the profit from these two items that comiprise 40 
percent of your sales? 

Mr. Munns. We do not keep them separately, no, sir, because all 
of the cost factors that I have described are interwoven, so that we 
can only make a very arbitrary allocation of any of them. We can’t 
actually cost the products. 

Senator Carrott. How would this New York bank have this sort 
of a breakdown ? 

Mr. Muwns. I frankly don’t know, because we have never published 
those figures. They have done it by their own observations or by 
their own techniques. I really don’t know. 

7 Senstor Carrouu. Do you have any financial transactions with that 
ank ? 

Mr. Muwns. I don’t believe so, sir, no. 

Senator Dirksen. How many products do you make, Mr. Munns? 

Mr. Munns. Approximately 50. 

Senator Kerauver. Mr. Munns, you could, if you would be willing 
to do so, submit this for the record. Senator Carroll wanted to 
know what the result would be if you reduced your price 1 cent or 
2 cents on Thorazine. You know how many tablets you sell. You 
can multiply the number of tablets you sell by 2 cents and that would 
be the reduction. 

Mr. Munns. You would like me to submit, sir, a table or data 
on reduction of a tablet a penny ¢ 

Senator Kerauver. Say by 2 cents. 

Mr. Munns. By 2 cents. 

Senator Krerauver. Well, either 1 cent, or 2 cents, which would be 
double that. 

Mr. Munns. I am at your seryice, sir. 

Senator Keravver. All right. 

Mr. Munns. I will have that prepared. 

Senator Krerauver. The next chart we will make exhibit 90. 

(Exhibit No. 90 follows:) 
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DRUG COMPANIES 


NET PROFITS AFTER TAXES 
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Drug companies’ net profits after taxes as percent of sales (1952-59) 


[Percent] 
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1 Fiscal year ending Mar. 31 following year shown. 

2 As adjusted to eliminate effect of nonoperating income in 1952. 
3 Not available. 

41959 estimated at average for 3 quarters (Carter for 2 quarters). 


Note.—Percentages represent corporate net profits divided by corporate net sales. 


Sources: All manufacturing corporations: FTC-SEC Quarterly Financial Reports for Manufacturing 
Corporations. American Home Products Corp. and Smith Kline & French Laboratories: Standard & Poor’s 
Industry Surveys, ‘“‘ Drugs, Razors, etc.,’? Basic Analysis, Dec. 17, 1959. Carter Products, Inc. computed 
from data in company Prospectus, July 23, 1957, and in Moody’s Industrials. Ciba Pharmaceutical Prod- 
ucts, Inc., computed from 1958 data supplied by the company to the subcommittee. 


Dr. Buatr. Mr. Chairman, this chart is an accompanying chart to 
the one just presented except that profits are taken not as a percent 
of net worth but as a percent of sales. Since profits as a percent of 
sales are customarily somewhat lower than profits as a—percent of 
net worth, the class intervals are somewhat broader. The distance 
between the zero and the 5, the 5 and the 10, 10 and 15, and so forth, 


on the vertical scale is somewhat broader than on the preceding 
chart. That profits as a percent of sales are customarily lower than 
on the basis of net worth is indicated by the fact that in 1958 the 
average profit of the 500 largest corporations as a percent of sales 
was 5.4 percent, whereas as a percent of net worth it was 9.5, 
Again, a comparison is shown With the profits for all manufacturing, 
the source for which is, again the Quarterly Financial Reports issued 
by the Federal Trade Commission and the Securities Exchange Com- 
mission. It will be noted that, the profit rate for all manufacturing 
in 1952 was 4.3 and the estimated figure for 1959, again with the same 
methodology used for estimating the fourth quarter, was 4.9. It will 
be seen that throughout this entire period the trend line for all manu- 
facturing hovered close to the figure of 5 percent, sometimes falling 
a little below it, sometimes a little bit above it as in 1955 and 1956. 
In contrast are the profit figures shown for those drug companies 
which are the major marketers of tranquilizers. At the top of this 
particular chart is Smith Kline & French, which in 1952 had a profit 
after taxes on sales of 9.8 percent and again the same figure for 
1953. But it will be recalled that in 1954 Thorazine was introduced. 
The impact is very clearly evidenced in this chart as in the preceding 
chart. As the chart reveals, the profit trend moved sharply upward 
from 9.3 in 1958 to 14.3 in 1954 to 17.4 in 1955. It has more or less 


leveled off at a figure of around 17 to 19 percent in the years ‘since 
1955. 
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The next showing is for Carter Products, which does publish its 
sales for back years, although it does not publish its net worth. Carter 
Products, it will be seen, had a profit rate in 1953 of 5.1, and there- 
after the trend line has moved steadily upward with each successive 
year. There is a picture of almost a straight line increase from 5.1 in 
1953 to 6.8 in 1954, to 9.0 in 1955, 10.7 in 1956, 13.2 in 1957, 14.4 in 
1958, and 16.9, in 1959. 

The next company on the chart, represented only by a dot, is Ciba 
Pharmaceutical Co., the principal maker and seller of Reserpine 
tranquilizers in this country. Ciba, United States, is a wholly 
owned subsidiary of Ciba, Switzerland, and Ciba, United States, does 
not issue annual statements giving profit figures. However, in the 
special report to this subcommittee, Ciba, United States, did give us 
their total sales of drugs, and their profits on drugs, which in 1958 
represented a profit rate on sales of 12.8 percent. 

elow Ciba is the trend line for American Home Products, which 
showed a more gradual rise and perhaps reflected the very large vol- 
une of wholesaling activity which is characteristically carried on at. 
a fairly low profit margin as a percent of sales. The profit rate of 
American Home Products as a percent of sales is substantially below 
that of the other companies shown on the chart. But the impact of 
the introduction of Equanil is apparent on the profits of even this 
large and diversified corporation, because it will be noted that in 1954 
the profit rate as a percent of sales was 8 percent. It then rose to 10.6 
percent in 1956. It will be recalled that in 1955 meprobamate in the 
form of Equanil was introduced. The profit rate has been fairly stable 
around that rate since that time, showing like the other companies a 
very slight decline in the estimated figure for 1959. Mr. Munns 
raised a question as to who those 11 companies are, and I am able to 
give you the list at this time. 

Mr. Munns. Thank you. 

Dr. Buatr. They are Abbott. Laboratories, Bristol-Myers, Mead 
Johnson, Merck, Norwich Pharmacal, Parke-Davis, Charles Pfizer, 
Smith Kline & French, Sterling Drug, U.S. Vitamin & Pharmaceu- 
tical, and Vick Chemical. 

Mr. Munns. Sir, Mr. Chairman—— 

Senator Kerauver. Mr. Munns? 

Mr. Munns. I would just like to go on record that I don’t think 
that is a composite picture of the ethical drug companies. You'have 
Vick Chemical which has only a small portion of its business in the 
ethical pharmaceutical companies. You have Sterling Drug, which I 
don’t believe is in the business, and the U.S. Vitamin Co. certainly is 
not in the ethical drug business. 

I think that is not a good representation of our industry, the ethical 
pharmaceutical industry. 

Senator Krerauver. If you put in Olin Mathieson and some com- 
panies like American Cyanamid and American Home Products and 
other companies which merged with drug firms, you would have, of 
course, a very much lower profit picture. If you take all of their 
activities together, for instance, Olin Mathieson on sales, only makes 
about 2 percent, I believe, anyway it lost money on some of its opera- 
tions and made a considerable amount on others. 

Mr. Munns. So do we all. 
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Dr. Buatr. Mr. Chairman, on that point I would just like to com- 
ment that the principal line of business of these companies where they 
are engaged in fields other than ethical drugs, is proprietary drugs, 
over-the-counter drugs. 

I have never seen a comparison of profit rates for proprietary drugs 
versus ethical drugs. If it is true that profit rates for proprietary 
drugs are relatively low, then the figures on the chart oid under- 
state the profit level for ethical drug operations only. Of course it is 
well known that many of these companies sell both ethical and propri- 
etary drugs. Moreover, what is an ethical drug today may become 
a proprietary drug tomorrow. 

On the other hand, if the profits on proprietary drugs are relatively 
high as compared to ethical drugs, then these figures would overstate 
the profit applicable only to ethical drug operations. If Mr. Munns 
or anybody else has any information on profits as a percent of net 
worth for proprietary drugs versus ethical drugs, we would be very 
anxious to receive it. 

Mr. Munns. You mean percentage of sales? 

Dr. Buarr. Net worth or percent of sales, either. 

Mr. Munns. I am only suggesting that, if you are going to make a 
comparison of a group of companies, they ought to be representative 
of the companies that you are breaking out. I don’t care whether they 
come high or low. It just seems to me that that is an unfair group of 
companies to use as comparison, because these hearings are, as I under- 
stand it, directed toward the ethical drug manufacturers, and I think 
in fairness to the various witnesses that appear before you, that that 
comparison, that baseline, ought to be of similar companies. And I 
would like to make one other observation on this chart. 

Senator Krrauver. They are the ones whose records we subpenaed 
in order to get the main companies in the field that we are inves- 
tigating. 

Mr. Munns. I am just suggesting that in fairness, that is all. Iam 
not criticizing. 

I would like to make one other observation. Dr. Blair, in the dis- 
cussion of his chart, pointed to our 1954-55 figures and attributed 
them to the tranquilizer drugs. We only introduced these drugs in 
1954 and they did not come into wide use that results in the figures that 
you have seen here until around 1956. In 1954 we had a most phenom- 
enal year. We introduced a number of products, all of which were 
successful. The combination of all of them resulted in that marked 
curve between 1954 and 1955. The tranquilizers contributed but it 
was not just the tranquilizers. 

Senator Carrot. Mr. Munns, this is one of the reasons why I said 
I was trying to help get a clarification of this picture, because, as I 
observe from that chart, I see the sharp rise from 1953 to 1954, and, as 
you now testify, there was no real marketing of these two commodities. 

Mr. Munns. Not in the substance that we have in 1958, 

Senator Carrot. They have, now, 1958, your volume of sales? 

Mr. Munns. Yes, sir. 

Senator Carrotu. For these two drugs. Now you must have m 
your record the volume of sales in 1957, 1956, 1955, and 1954, showing 
the volume of sales on these two commodities. Would you furnish 
those for the hearing? 
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Mr. Munns. I should be glad to furnish those. 
(The information referred to may be found in the files of the sub- 














































z committee. ) ; : 
e Senator Carroti. And I might ask the staff, too, to examine their 
. records, so we will get some idea about the volume of sales that would 
be helpful to us and may be helpful to your position. 
- Mr. Munns. Thank you very much, sir. 
‘4 Senator Carrot. Now, I would like, Mr. Chairman, just to put 
‘. two or three more questions. I will not hold you long. You state 
6 that there are 14,000 stockholders in this company ¢ 

Mr. Munns. That is correct. 
ly Senator Carrot. How many stockholders were there in 1953? 
te Mr. Munns. Sir, I don’t think I could even hazard a guess. We 
ng weren't on the New York Stock Exchange in 1953. 
a Senator Carroti. How many were there in 1954? 
ry Mr. Munns. I could only guess, but I would estimate perhaps 7,000 

or 8,000. 

Senator Carrouu. 7,000 or 8,000? 

Mr. Mounns. That would be my guess. It is purely a guess, sir, 
a | believe me. ; ye od 
ve Senator Carrot. Is this stock closely held or widely distributed ? 
ey Mr. Munns. In accordance with the figures shown in our proxy, 
a the Kline estate is the largest holding group. ; 
a Senator Carrott. What percent of the stock does it own? 
nk Mr. Munns. If you will look, sir, at the proxy which was part of 
rat the material that was sent to this committee. 
iI Senator Carroun. Yes, I have it here, 13.9. 

Mr. Munns. 13.9. 
ed Senator Carroti. That is a part of the record, is it, Mr. Chair- 
man? I think that ought to be in the record. 

Senator Kerauver. This is a report from the Securities and Ex- 
am | change Commission ? 

Mr. Munns. Yes. 
lis- Senator Keravuver. It relates to the 25 largest shareholders in 
ted Smith Kline & French laboratories. That will be exhibit 91. 
in (Exhibit No. 91 may be found on p. 9477.) 
hat Senator Carroui. If the counsel will inform me what percent are 
om. | {hose 25 stockholders of the total? Can you compute it later and put 
vere | \tinthe record? I would like to know about it. _ 
ked Senator KEravver. We will ask the staff during the noon recess to 
it it | “Y,to get up that information, 

Senator Carrott. This brings me back to the question now—I 
said have a notation here that the price of your stock on January 20, 1960, 
asi | Yas $56.75; is that right? 4 ; 
5 os Mr. Munns. That sounds about right, sir, yes. ; 
ties Senator Carrot. How many times has that stock been split? 
va ‘ Mr. Munns. If you go back to the inception of the company, 360 

Imes. 
' Senator Carrot. Let’s go back to 1948 or 1950. 
6% Senator Kerauver. We have a table on that subject for the record. 
wing Senator Carroiu. Has that been offered in evidence? 





Senator Kerauver. No, we will make that exhibit 92. 
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(Exhibit No. 92 follows:) 


SmirH KiLIne & FRENCH LABORATORIES 


Stock prices and diwidends, 11 years, 1949-59 


Stock quotations, Dec. 31, 1948: Bid 41, Asked 44:’ At asked price, 
225 shares could have been purchased for 


The stock was split 2 for 1 on Sept. 13, 1950; 3 for 1 in November, 1954; 
and 3 for 1 on May 29, 1959; or a total of 18 for 1 over this period.” 


Market Value of 4050 shares (225X18) at closing price on Dec. 31, 195 
of 60% * 
Gain, 11 Years 


234, 118 


Dividends :? 
FOE 5 ee RT a i sas aeecse arches tein bo es eae eta 
1950: $1.50 times 225 shares 
leh WRN Ma MINOR a os es en a Chee wns 
Cea emcee RN: TORU I i ee cc anes 
ee te Tee A MR nce cr ed 
1953: $1.75 times 450 shares 
Gre 26000 Cees S00 SUNNON SS os sic oe mccsanewdcunnantn 
ee <r oe Cre Te ROS a an ws eset cdineiencw wesc 
SOB 2 S075 Ce ERO WE ao a rk Sedde de cetedeetewews 
1956: $2.00 times 1,350 
1957: $2.20 times 1,350 
1958: $2.60 times 1,350 
1959: $1.35 times 1,350 
1959: $0.50 times 4,050 


562 
338 
338 
675 
720 
788 
585 
675 
2, 362 
2, 700 
2, 970 
3, 510 
1, 822 
2, 025 
TOR: GIRVAN, EE ONIN 8s ose Signch a bestia sions ca bine denen ae 


1Bank & Quotation Record, William B. Dana Co., February 1949. 
2 Moody’s industrials. 


% Wall Street Journal, Jan. 4, 1960. 


Senator Carrot. I ask counsel, does this exhibit also show the per- 
centage of stock appreciation ? 

Mr. Dixon. No. This exhibit lists the stock quotations from De- 
cember 31, 1948, through the period up through 1959. It shows the 
stock splits and the dividends that have been accumulated over that 
period of time. The market value for 4,050 shares, as of the closing 
price on December 31, 1959, of 6014, would be $244,013. 

Mr. Muwns. Excuse me, you have lost me completely. I can’t fol- 
low you on that. a 

Mr. Drxon. Mr. Chairman, let’s let Dr. Browne explain this exhibit. 

Senator Krrauver. Dr. Browne. 

Senator Carrot. I am perfectly willing, Mr. Chairman, to put 
this off—I don’t want to hold the committee if we are going to 
lunch—but I thought that at this point we could enter the percentage 
of sales. We have been talking about profits, and I thought we ought 
to talk a little bit about the stock appreciation. But I am perfectly 
willing to put this over to another time so we can have a more con 
petent response. I think Mr. Munns has been very forthright in this, 
and we want to get more information that will be helpful to him and 
helpful to the committee, too. 

Mr. Munns. Thank you, Senator Carroll. 

Senator Keravver. Dr. Browne, will you explain this table? 
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Mr. Browne. Thank you, Mr. Chairman. 

Mr. Munns, do you have the mimeographed sheet that is headed 
“Smith Kline & French Laboratories, stock prices and dividends”? 

Mr. Munns. Yes, I do, sir. 

Mr. Browne. We made the effort to find out the quotations of your 
stock at the end of 1948 to the end of 1959, about an 11-year period. 
All I could find for the starting date was a bid and asked quotation. 
They were three points apart, 41 bid 44 asked, as of the end of 1948 
quoted in the Banking Quotation Record published by the William 
B Dana Co. Taking the asked price, the higher, with $10,000 you 
could have bought 225 shares and still had a few dollars left over. 
It comes out to $9,900. 

Mr. Munns. Right. 

Mr. Browne. Subsequently the stock was split several times, 2 to 1 
in September 1950, 3 for 1 in November 1954, 3 for 1 again in May 
of last year, making a total split of 18 to 1 over the period, so that 
the 225 shares bought at the end of 1948 had now become 4,050 shares 
by the end of 1959, at which time the price on the New York Stock Ex- 
change was 60 and a quarter when it closed at the end of 1959. This 
would have been worth, selling at that closing price, $244,000, a gain 
over the 11-year period of $234,000. 

In addition dcimis are shown as reported in Moody’s Indus- 
trials—$2.50 in 1949 and so on. 

In each case they are trying to keep out the dividends before the 
split and also gain the subsequent dividends after the split multiplied 
by the appropriate number of shares. 

Mr. Munns. I understand you now, sir. 

Mr. Browne. In 11 years the total dividends on these initial 225 
shares amounted to slightly over $20,000, something more than double 
the initial purchase price, sir. 

Senator Kerauver. I think that isclear now. 

Senator Carrot. May I interrupt here to see if I understand? Are 
you saying that if a holder of 225 shares purchased on the 1948 mar- 
ket for $9,900, had held on to it through the years, they would be 
worth $244,000-plus ? 

Mr. Browne. As of 3 weeks ago, yes. 

Senator Carrotu. In addition to that, if he had held it over this 
period of time, the dividends would have paid over $20,000? 

Mr. Browne. That is the statement. I believe that your stock has 
dropped a few points in this month so the 244,000 might have dropped 
somewhat. 

Mr. Munns. That’s correct. 

, Mr. Browne. It is still over 200,000, I believe, by most recent calcu- 
ations. 

Mr. Munns. The only thing that this demonstrates is that the fig- 
ures are typical of a spectacular and successful and growing company. 

Doesn’t this typify a real growth company on the 

Senator Kerauver. You are number one in all growth manufac- 
turers in the United States, that’s right. 

Mr. Krrrrm. Mr. Chairman, one thing. 

Senator Kerauver. Yes, but let me just read one document while we 
are talking about this profit. This is a short paragraph that will be 
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made a part of the record as exhibit 93. It is from Investor’s Reader, 
February 18, 1959—“Smith Kline and French Bonanza” is the head- 
line.) 


Philadelphia druggist thrives on tranquilizers and stimulants. 
It says: 


A little over two decades ago an Atlantic City druggist Harry B. Leeds care- 
fully stored away his 10 shares of Smith Kline & French common. His original 
purchase of 10 shares was for less than $1,000 early in 1929 had been multiplied 
by a 4-for-1 split later that bullish year, and was already worth $4,800 by 1938, 
Chances are investor Leeds never realized what a much bigger bonanza lay 
ahead. At any rate, the stock was still in the safe when his widow Harriet died 
last year. However, thanks to stock splits in 1947, 1950 and 1954, the holdings 
had by then expanded into 4,800 shares worth $477,000. After the usual tax 
deductions and fees the Atlantic City Courts which reviewed the estate, approved 
$390,773.73 for distribution to the Leeds heirs. 

(Exhibit No. 93 may be found on p. 9481.) 

Senator Kerauver. Are you familiar with that ? 

Mr. Munns. I am familiar with that situation. I think the drug- 
gist, I believe you said he was, was very fortunate to have buried it 
ina safe. 

I suspect that he wouldn’t have had it if he had known, his estate 
would not have had it if he had known it was in this little vault some- 
where. 

I am commenting on that 

Senator Keravuver. $1,000 in 1929, $477,000 when he died. That 
is a pretty good appreciation. 

Mr. Munns. It is a very substantial appreciation, I can’t deny that, 


but I also think it is — of growth companies. 


Senator Harr. Mr. Chairman. 

Senator Krerauver. Yes, Senator Hart. 

Senator Harr. I think the response of Mr. Munns, making the 
point that we are reviewing a growth industry and he heads a growth 
company, which has at least kept pace with it, is to be expected and 
certainly not criticized because of your role, your responsibility, to 
those investors. 

Now my question is not one, I suppose, that should be expected to be 
asked of the head of such a company. But it is the kind of question 
which gives rise to some of this irritation in the industry over the 
activities of this committee. It is the kind of question I sense will 
be asked tomorrow morning by any number of people, and I would 
welcome your response to it. 

We talked here about your line of tranquilizers. You say about 30 
percent of your sales is made for purposes of individual use rather 
than institutional. 

Mr. Munns. Roughly, yes, sir. 

Senator Harr. We have no evidence of this, but I have been told 
that there are individuals in this country who were released from 
mental hospitals but who were told to stay on tranquilizers, and have 
returned because it is said they were unable to afford to buy them 
on the market. 

Now in the face of 30, 25 and 40 percent return on a net worth basis, 
15 to 20 percent return on sales, in the face of the stock appreciation 
we have just listened to, do you feel any obligation to review your 
pricing on those tranquilizers sold to individuals? 
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Mr. Munns. Senator Hart, I am in complete sympathy with the 
up of patients that you have just described and we have given 
it thought continuously. 

As a matter of fact, we have done a great deal of work in local 
mental health associations trying to resolve just that problem. 

It is a terrific problem and we recognize it. We conducted all 
sorts of experiments, supplied free drugs in conjunction with the 
mental health associations, trying to just see how this could be re- 
solved and I shall be perfectly frank that to date we don’t have any 
recommendations. 

I say we, Smith Kline & French in conjunction with the mental 
health associations, don’t see how we can quite resolve this problem. 

I grant you that many of these unfortunate people are indigent. 
They have no way of paying for the drugs. There is no way for the 
State to help them as I see it, because of the physical means of distri- 
bution. ‘There are only a few hospitals in any given State, and it is 
just an impractical thing for one person to travel 200 or 300 miles to 
get his pills. 

On the other hand, these are usually unstable people, so that the 
hospital can’t supply them with large quantities until they are sched- 
uled to return. I don’t believe they are necessarily discharged. They 
are released or paroled, I believe is the proper expression, and they 
have to go back. 

It is a great problem, and I don’t know how to quite resolve it. 
Now if we were to put in the most extreme reduction, using my ridic- 
ulous figure of the 16.8 percent I don’t believe that would still resolve 
that problem. 

It is one that has to be resolved, and I think it is incumbent on 
everyone of us to see ‘how that can be accomplished, because it is of the 
utmost importance in this type of disease. I agree with you. 

Senator Harr. I understand you to say that you are reviewing this 
problem, you and others in the industry? 

Mr. Munns. We constantly review it, and I would be the first one 
to laud any program that was practical that could resolve the prob- 
lem of this particular group of patients, because I agree with you it is 
quite serious. 

Senator Harr. Then it is fair to say also that if that question is 
asked beginning tomorrow morning as a result of the facts developed 
by this committee’s hearing today, the industry will not really seri- 
ously be mad at us and think that we have done them an injustice? 
Isn’t this a perfectly logical question to be asked by the community, 
and isn’t this a perfectly proper inquiry for a committee of the Con- 
gress to make ? 

Mr. Munns. Senator Hart, I couldn’t agree with you more. 

Senator Harr. Fine. 

Senator Carrotn. Mr. Munns, I want to say that Senator Hart in a 
very few words has put his finger on the very crux of this investiga- 
tion and hearing. This is what I tried to say at the outset. 

I heard this at home, Mr. Chairman. We in Colorado have serious 
problems with our State hospitals and the growth of mental illness. 
As you know the Federal Government has preempted the tax field. 
How do you get money for the institutions? - Where do you get money 
for the drugs? This is why I say this investigation headed by Sena- 
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tor Kefauver has had widespread public support. I think every one 
of us recognize that yours is an old firm, 119 years in business, and of 
course, you have to move ahead. But I think all industry has to pay 
some attention to the profit structure, reduce where they can and help 
where they can. 

I commend Senator Hart for putting his finger on this. Nobody 
in my opinion, no sensible or reasonable person, should criticize what 
this committee is seeking to achieve as long as we move fairly, and 
give everybody a change to be heard. Let’s bring this out in the open 
and see what we can do about it in the future. 

Senator Krerauver. Thank you, Senator Carroll. 

Did you have a question, Mr. Kittrie? 

Mr. Krrrrie. I would like to ask a question concerning the stock ap- 
preciation that. was described here. 

Mr. Munns, it was shown that between 1949 and 1959, anybody that 
would have bought your stock at the beginning of the period would 
have had a stock appreciation of about 2,600 percent. In this connec- 
tion I would like to look a little further back. 

I understand that Smith Kline & French bought another company 
in 1929. This was a company operated by Mr. Valentine H. Smith. 
This all comes from a book called “Merchants of Life.” 

Mr. Munns. Oh, yes. 

Mr. Krrrrie. Then I learn from this book that in the 1920’s your 
company was marketing some 15,000 products. Then it says: 

In the depression year of 1936 the company switched gears. Instead of mar- 
keting the complete line of drugs, the company concentrated on developing, 
making and selling specialties such as the neurophosphates. 

Now, in 1936 you decided to change your policies. You were getting 
more interested in research. You were directing your attention toa 
particular field. I think it would, therefore, be quite useful if, in 
addition to the figures concerning stock appreciation between 1949 
and 1959, we could see similar fegures as to what happened to your 
stock between 1936, when you switched directions and 1949. Has it 
taken you from 1936 to 1949 before you were able to show these tre- 
mendous benefits ? 

I think the subcommittee and Senator Wiley would be very inter- 
ested to find out whether you have had substantial profits all through- 
out the years, or whether it took many years of hard research and low 
returns to reach this point where you are now. 

Mr. Munns. Sir, let me be sure that I have straight in my mind 
what you want. You would like to see a growth appreciation figure 
on our stock from 1936 to 1949 ? 

Mr. Kirrrie. 1949, 

Mr. Munns. I think we could work that up. As TI say, we were not 
on the New York Stock Exchange. We were over-the-counter. I will 
see what I can develop on that and present it to the committee, if the 
committee would like to have it. 

Mr. Drxon. Just as an aside, Mr. Chairman, I believe that the re- 
search on that point will show you had a 20 for 1 split in 1947. 

Senator Kerauver. We would be very glad to have that. 
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(A letter subsequently received from Smith Kline & French con- 
taining this information may be found on p. 10237.) 

I think, Mr. Kittrie, part of your question may be answered by a 
comparison of the expansion figure on exhibit 92. Between 1949 and 
1959, the stock split 18 times over. If you go back to 1929, according 
to this Investors’ Reader, druggist Harry Leeds put $1,000 in this 
sock and sometime in 1958 is was worth $477,000. That would be 
{17 times the 1929 price. 

Mr. Munns. Mr. Chairman, I think I would like to point out that 
we had a complete reorganization in 1929. 

Senator Dirksen. Mr. Munns, your name should have been Henry 
Ford. If he had taken that $9,900 way back when and stuck it into 
the Ford Co., you would have made these figures look silly because it 
probably would have been a hundred times that amount. 

But I have one question. Is this business all a bed of roses? Are 
there no risks, no hazards? 

Mr. Munns. I am very glad that you asked that: It is certainly not 
abedof roses. We put substantial moneys in research, and on a broad 
basis the return is very, very meager. 

Furthermore, if we have a breakthrough drug such as Thorazine, we 
have no assurance that it will even be prescribed at all in 3 or 4 years. 
Ifsomeone is fortunate enough or brilliant enough to introduce a new 
drug that is superior, with no side effects, we are out of business in 
that drug overnight. 

Senator Dirksen. I noticed your figure here in your statement, you 
said 93 percent of your total sales last year were in drugs that were 
not even available or on the market 10 years ago. 

Mr. Munns. That is correct. 

Senator Dirksen. So you have a complete turnover there. So there 
aresome hazards in this business ? 

Mr. Munns. We have a very substantial rate of obsolescence in our 
products, and we have to fight like fury in the development of new 
products to hold our own. 

Senator Kerauver. All right. We have been here a long time, so 
we will stand in recess until 3:00 o’clock this afternoon. 

(Whereupon, at 1:30 p.m., a luncheon recess was taken, to resume at 
3:00 o’clock p.m.) 

AFTERNOON SESSION 


(At the reconvening of the session the foliowing was present: Sen- 
ator Kefauver.) 

Senator Kerauver. The committee will come to order. As other 
Senators have said, I think Senator Hart made a very important ob- 
servation about the people who, when they get away from institutions, 
find the cost of Thorazine or other tranquilizers so high that they can’t 
pay for them and so many of them go back. 

That is an important problem, as Mr. Munns has said, to find some 
way of looking after these people. It is not only important for them, 
but it is important from the viewpoint of State hospitals, Federal hos- 
pitals and other places where they are treated at a cost to the tax- 
payers, 


35621—60—pt. 16——_5 





8942 ADMINISTERED PRICES 


You said you had been considering this, Mr. Munns, for a number 
of years, trying to find some way to a something about this, to make 
it possible to help the patients at these hospitals. 

I am glad to hear that you have been considering it, but your prices 
on Thorazine have remained the same since 1954. Have you ever con- 
sidered reducing your prices and therefore, your profits, a little bit so 
as to make possible these desirable results that we were talking about! 

Mr. Munns. As I said in my statement, we have made substantial 
reductions to the institutions. We have also made a reduction in our 
price in the larger strength tablets, which are available on prescrip- 
tion, because again we recognize that these were prescribed for the 
people who necessarily took the drugs for a longer period of time 
than those that might be on short term lower strength therapy. But 
I would like to reiterate my point again, that even reducing the price 
by 16.8 percent, the profit that has been shown here at the hearing, 
it would not correct the situation that I am sure you are concerned 
about just as Iam. 

Senator Kerauver. Of course there are other products taken in 
small doses. But just in round figures, you made $20 million-plus 
annual profit on net worth after taxes. Your profit on net worth was 
30-odd percent. Your profit on sales was about 16 or 17 percent, 
somewhere along in there. 

Mr. Munns. 16.8 percent is the figure, sir. 

Senator Keravuver. If you reduced your profit by half, you would 
still be making more than most manufacturers. You sell $45 million 
worth of Thorazine and Compazine. If you took a substantial amount 
off your selling price on those, you would come down very consider: 
ably, wouldn’t you, and you would still be ahead of most other 
companies ¢ 

Mr. Munns. Let me restate that if I may. Again using our 168 
percent profit figure, if we reduced our products by 16.8 percent, we 
could effect a saving for the type of patient that we are discussing 
of 3 cents a day, and I don’t think that is the answer to the problem. 

Senator Kerauver. You are discussing drugs generally. I am dis- 
cussing these tranquilizers. 

Mr. Muwns. No; I am talking about the tranquilizers. When a 
patient leaves the hospital he has no recourse, no place to get his 
drugs except in the retail drug store, and therefore he must buy on 
prescription. 

What I am pointing out is that if they are indigent patients, the 
reduction which we could make which is an impractical one on a per- 
centage basis would not alleviate this situation. 

I think it is much more acute than any reduction we could make 
to that group of patients. 

Senator Keravver. It certainly might be worth trying, at least, 
Mr. Munns. I want to say in connection with profit on net worth— 
which is the way the financial houses give a true reflection on what 
a company is making on its investment, as compared with net re 
turn on sales—yours is very high. 

Return on sales depends upon the turnover. In industries such 
as shoes, where there is a big turnover, it is 3 or 4 percent, profit 
after taxes on sales. Some food chains report 2 percent. Even steel 
is 7 or 8 percent. Of course, if you are selling forgings or some 





nber 


nake 


rices 
con- 
it $0 
out! 
ntial 
| our 
crip- 
r the 
time 
But 
price 
ring, 
rned 


n in 
-plus 
| Was 
cent, 


‘ould 
llion 
ount 
ider- 


other 


168 
t, we 
ssing 
lem. 


 dis- 


en a 
t his 
Ly on 


3, the 


| per 
make 


least, 
rth— 
what 
at re- 


such 
profit 
steel 
some 


ADMINISTERED PRICES 8943 


highly specialized product where there is very little turnover, your 
net return on sales would be pretty high, even though profits on net 
worth might be very, very low. 

So to get a real picture of just how well the corporation is doing, I 
think the investor usually looks at return on net worth. It may have 
a very high return on sales and a very low return on net worth or it 
may be just the other way around. It depends, of course, on the 
turnover on the product, isn’t that correct ? 

Mr. Munns. That would be correct. 

Mr. Cuumpris. May I make an observation at this point, Mr. 
Chairman ? 

Senator Keravuver. Very well, Mr. Chumbris. 

Mr. Cuumpris. A moment ago Dr. Blair was referring to the fact 
that all manufacturing showed a net return on sales after taxes of 
just under $5. I think he said $4 and—— 

Senator Keravuver. Five percent. 

Mr. Cuumpris. I mean 5 percent, and his net return on net worth 
was around 8 plus, which showed a ratio of pretty close to 2 to 1. 
I notice from your figures, Mr. Munns, the 16.8 for 1958, on sales, 
is just about 1 to 2 ratio to your 32.5 percent that you stated for your 
net profit on net worth. In other words, you maintain a 2 to 1 ratio 
between your net worth and your sales just like all manufacturing 
maintains almost a 2 to 1 ratio in all manufacturing. 

Mr. Munns. That is correct. 

Mr. Cuumpris. Now I have one further point. As far as you are 
concerned in the operation of your business, when you determine your 
overall picture of costs versus prices, which method do you use, 
— net profit on sales or net promt on net worth in determining just 

ow you operate your business? . 

Mr. Munns. We operate our business entirely on return on sales. 

Mr. Cuumeris. You figure just what your sales might be? You 
figure what your costs are and you determine your prices of your 
different products in that light ? 

Mr. Munns. That is correct. If we were fortunate enough to 
develop a number of new products calling for very, very substantial 
capital investment for production, warehousing and that sort of thing 
which we don’t have now, we would certainly have to observe and keep 
in proper perspective our return on our total capital investment. But 
at the moment we are not in that position. 

Mr. Cuumerts. Then from this chart which shows in 1952 you were 
doing about 9 percent on sales, in 1953 it is about 9 percent, in 1954 
you moved up to about 14 percent on sales, in 1955 you moved up to 
about 17.6, in 1956 you moved up to about 18, a little over 18 percent 
on sales, in 1957 you dropped a little to about 17 point something, and 
then in 1958 you dropped down to 16.8 percent on sales? 

Mr. Munns. That’s right, yes. 

Mr. Crumprts. So the last 2 or 3 years the scale goes downward 
rather than upward on your profit on sales, is that correct? 

Mr. Munns. That is correct, and if we were to go back into the 
early 1940’s for instance, you would find a similar pattern of per- 
formance where we were, say, at 14 to 15 percent and then dropped 
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down very substantially again. It is a cyclical business depending on 
our success in getting new products and the obsolescence of the prod- 
ucts you have on the market. 

Mr. Cuumpris. Now I was noticing an editorial in the Detroit 
News on the previous hearings, and they made an interesting observa- 
tion of what they would like to know, and it says: 


What is a reasonable profit margin for the drug industry, not in the terms of 


a dozen unrelated fields, but in the terms of its own peculiar risks and 
opportunities? 


Now do you feel there is anything peculiar about your industry that 
would give you a different profit return than say the meatpacking busi- 
ness or the canning business or the hosiery business, the steel business, 
the automobile business? 

Mr. Munns. Well, in my opinion there is a difference because of this 
great problem of obsolescence. This is an industry where the new 
breakthrough can make fine going products obsolete almost overnight. 
Tn staples that is a rather unusual thing to expect. 

I have no doubt that if some one can produce a much better tran- 
quilizer than we have been able to do, that we are out of business 
practically overnight in that particular field. 

Mr. Cuumprtis. I notice from the Federal Trade Commission Re- 
ort of 1957 when they examined the 24 different industries, it ranged 
rom 3 percent profit after taxes on net worth down to about 19 per- 

cent, I mean up to 19 percent profit after taxes on net worth. So evi- 
dently each industry must be looked upon in the light of its own 
industry. That is why I am asking you this particular question about 
what is so different or special about your industry as compared with 
other industries that would reflect the all manufacturing percentage 
of profits after taxes. 

Mr. Muwns. I think the only answer I could give to that, and 
I frankly am not an economist so I can’t speak with any authority, 
but it is that in the FTC report you have a great diversification of 
industry, so that the differences in returns for particular industries 
average out in the percentage for all manufacturing and that figure 
tends to be a stable one. Where there might be an obsolescence in one 
area, there would be a breakthrough in another, and it seems to me 
that these would tend to balance. It is a different situation to con- 
sider just one company that hasn’t that great diversification that all 
manufacturing would have. 

Mr. Cuumpris. Then in your business you are worried about your 
competitors in the ethical drug business and you are not worrying 
about competition in the meatpacking business or the canning goods 
business or any other industry ? 

Mr. Munns. We are just very much concerned about our competi- 
tion in the ethical drug field and hope to keep ahead of them. 

Senator Kerauver. Allright. We have been talking about whether 
there is unusually high profits among some of these drug companies, 
and we have another chart to present. 

Dr. Blair, will you explain the chart? This will be Exhibit No. 94. 

(Exhibit No. 94 follows :) 
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Fortune ranking of major industrial corporations by net profit after taxes as 


percent of invested capital, 1958 


| 
Rate | Company 


(38. 2)| (Carter Products, Ine.)! / 
33.5 | American Ilome Products Corp. f 
33. Smith Kline & French Laboratories. 
$2. Gillette Safety Razor Co. 

29. Revlon, Inc. 

28. Avon Products, Ine. 

28. Chemstrand Corp. 

26. Champion Spark Plug Co. 

24. Botany Mills. 

24. Brunswick-Balke-Collender,Co. _ 
(23. (Norwich Pharmacal Co.) ? 7 
23. Pepsi-Cola Co, 

Texas Instruments, Ine. 

(G. D. Searle & Co.) 2 

Tecumseh Products Co. 

Sterling Drug, Inc. 

Rohr Aireraft Corp. 

Kellogg Co. 

Permanente Cement Co. 

Maytag Co. 

MeDonnell Aircraft Corp. 

Schering Corp. “ 

| American Chicle Co. 

Parke, Davis & Co.~ 

Cessna Aircraft Co, 

P. Lorillard Co. 

Miles Laboratories, Ine. 

Polaroid Corp. 

(U.S. Vitamin & Pharmaceutical Corp.) 4 
Chance Vought Aircraft, Inc. 
McGraw-Hill Publishing Co., Ine. 
Briggs & Stratton Corp. 
Warner-Lambert Pharmaceutical Co. 
Thomas J. Lipton, Inc. 

Mesta Machine Co. 

United Engineering & Foundry Co. 
Northrop Aireraft, Inc. 

Minnesota Mining & Manufacturing Co. 
American Motors Corp. 

General Electrie Co. 

Gerber Products Co. 

Minute Maid Corp. 

Campbell Taggart Associated Bakeries. 
The Upjohn Co. 

Temco Aircraft Corp. 

Otis Elevator Co. 

R. J. Reynolds Tobacco Co. 
Ingersoll-Rand Co. 

International Business Machines Corp. 
Hershey Chocolate Corp. 
Addressograph-Multigraph Corp. 
Chas. Pfizer & Co., Ine. 

Zenith Radio Corp. 

Merck & Co., Inc. 


Ako 


| conrcmmenr | 


NeNPon- 


SEEK 
SOonnwn + 


Sm 


cone 


/ 


4 
3 
2 
. I 
8 
4 
.3 
9.3 
9.1 
.0 
5 
3 
1 
0 
.o 


Vick Chemical Co. 
* . 
70/71 ; (Mead Johnson Co.) 2 
* * 


73 | .6 | Abbott Laboratories. 
+ * 





83 .2 | Bristol-Myers Co. 
* * 
101 | 3.2 | Eli Lilly & Co. 
| | * o 
167 | American Cyanamid. 
* * 


231/232 9.5 | Average, the 500 largest industrials. 
} | * * * 





460 2. Olin Mathieson Chemical. 


‘Not in Fortune list. Source: Moody’s Industrials, 1959; data for fiscal year ending Mar. 31, 1959. 
? Not in Fortune list. Source: Moody’s Industrial Manual, 1959. 
‘Not in Fortune list. Source: Moody's Industrial Manual, 1959; data for fiscal year ending Nov. 30, 1958. 
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Dr. Buarr. Mr. Chairman, I will try to get these tables into the 
record very quickly. The next table I have to present is a simple 
ranking of the 50 highest profit corporations in terms of rate of profit 
on net worth among the 500 largest manufacturing corporations. 

Senator Kerauver. On investment? 

Dr. Buatr. Yes, sir; fhe table states on investment, and for all prac- 
tical purposes the difference in definition between net worth and in- 
vestment merely comes down to the fact that the source of these fig- 
ures; namely, Fortune magazine, used the net worth at the end of th 
year, whereas the Federal ‘Trade Commission used the average of the 
net worth at the beginning and the end of the year, as I mentioned 
earlier. Furthermore, the Federal Trade Commission made a few 
minor adjustments in income figures which are more properly allo- 
cable to different years than those indicated by the companies’ annual 
reports. 

eestor Kerravver. There is a little difference between profit on 
investment and profit on net worth in the way the Federal Trade 
Commission treats depreciation ; isn’t that correct ? 

Dr. Buatr. No, sir; not in this computation, except for the point 
of the allocation to particular years. So for all practical purposes, 
the essential difference is really the one of using the average of net 
worth at the beginning and the end of the year as is done by the 
Federal Trade Commission, or the figures at the end of the year which 
is done by Fortune magazine. 

Senator Kerauver. You mean Fortune takes it at the end of the 
year? 

Dr. Buatr. Yes. 

Senator Kerauver. After the profit has been plowed back in? 

Dr. Buatr. So its figures are somewhat lower than the Federal 
Trade Commission. 

Senator Keravver. All right. I think we understand. I am sure 
that everybody is familiar with Fortune magazine’s listing of the 500 
largest corporations and their profits. This is the Fortune listing of 
August 1959 which we had before us before. It gives the data for 
1958. Iam sure it is carefully prepared. It has been referred to by 
a number of corporations. 

Dr. Buatr. Mr. Chairman, as the table reveals, among the 500 
largest manufacturing corporations as reported by Fortune, the com- 
pany which in 1958 stood at the top of the list in terms of profit as 
a percent of investment was American Home Products, which is the 
manufacturer of two important drugs in the tranquilizer field; No. 2 
is Smith Kline & French. 

Senator Keravuver. You have the top 50 listed there, I believe. 

Dr. Bua. Yes, sir. This whole table, with a few exceptions, which 
I will come to in a moment, is confined to those among the 500 largest 


which represent the 50 highest ranking companies in terms of profit- 
ability. 


No 
itself, 
est, ch 
the 5 
shows 
listin; 
large: 


porat 
profi 
cated 
as M 





ADMINISTERED PRICES 8947 


Now, in addition to the companies which are on the Fortune list 
itself, we have added those companies which are among the 20 larg- 
et drug companies, but which are not, in terms of sales, among 
the 500 largest manufacturing corporations. What the table thus 
shows is, in addition to the companies as they appear on the Fortune 
listing, those additional drug companies which are among the 20 
largest drug companies but whose sales are not sufficient to put them 
within the 500 largest manufacturing corporations. 

(At this point, Senator Hart entered the hearing room.) 

Dr. Brarr. Now, these companies that are added are shown in the 
table in parentheses. So, if it had been among the 500 largest cor- 
porations in terms of total sales, the leading company in terms of 
profitability would have been Carter Products, which, as has been indi- 
cated previously, is the patent holder of meprobamate which it sells 
as Miltown. It had a profit rate on its investment of 38 percent, 
and outranked American Home Products and Smith Kline & French. 

I think the most interesting thing in this table is that with the inclu- 
sion of Carter, the three top companies among large American enter- 
oe in terms of profits on investment are not only drug companies 
mut are the drug companies which are principally engaged in the sell- 
ing of tranquilizer drugs. 

Senator Kerauver. We understand. Now go on to the others that 

ou have. 

, Dr. Buarr. Yes, sir. Norwich Pharmacal Co., if it had sales suf- 
ficiently large to put it among the 500 largest, would rank between 9th 
= 10th, with a profit rate of 23.7 percent. It is enclosed in paren- 
theses, 

Proceeding down the table, again enclosed in parentheses is G. D. 
Searle & Co., with a showing of 23,2 percent. Then 13th on the For- 
tune list itself is Sterling Drug Co., with a rate of 22.7. 

Nineteenth is the Schering Corp., with 21.8. 

Twenty-first is Parke, Davis & Co., with 21.6. 

U.S. Vitamin and Pharmaceutical Corp., in parentheses, is between 
%th and 26th, Warner-Lambert 29th, Upjohn 40th, Charles Pfizer is 
48th, and Merck & Co. 50th, and below the 50 top would be Vick Chem- 
ical with a profit rate of 16.83. Mead Johnson, which would rank 
between 70th and 71st among the 500 largest with a profit rate of 14.8, 
Abbott. Laboratories 73d, Bristol-Myers 83d, Eli Lilly 101st, and then 
we come to two companies at the bottom which are extensively engaged 
in other industries, American Cyanamid, which has a drug operation 
in the form of its Lederle division, a prominent manufacturer of 
antibiotics and other products, and Olin Mathieson, which is ranked 
460th, with an onal profit rate of 2.7. And as the chairman has 
already stated, it is a firm which is extensively engaged in other in- 
dustries, but does own Squibb. Its average profit rate on its opera- 


tions outside of drugs are known to be somewhat lower than even 
the 2.7 showing. 
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Mr. Chairman, of the 20 companies, all but Vick, Mead Johnson, 
Abbott, Bristol, Eli Lilly and these last two fall within the top 50 in 
terms of profit on a percent of investment. 

The next chart represents the same kind of showing, but in terms 
of profit as a percent of sales. 

Mr. Munns. Am I permitted to make a comment, Mr. Chairman} 

Senator Keravver. All right, Mr. Munns. 

Mr. Munns. I think it ought to be made abundantly clear, if you 
will give me a moment, that these are rankings by percentages and 
not dollars as they are listed in Fortune magazine. I think upon 
quick inspection that might be misleading. These are percentages. 

Dr. Buair. Yes, sir. 

Senator Kerauver. I think the explanation makes that quite clear. 
We don’t say you made as much profit per dollar 

Mr. Mounwns. Of course dollars are the important thing. I want to 
get that clear. 

Senator Keravver. Dollars are important, but so is what sort of 
profit you are making on what you do have invested, particularly 
on something that people need so badly. 

Mr. Munns. There, sir, I think we just have a fundamental differ. 
ence of opinion, and I respect yours certainly, sir. Return on net 
worth is not the most accurate or most seetteal viene for the opera- 


tion of a business. As I previously said, I can increase that per- 
centage very much by using a very common practice of selling our 
building and leasing them back and increase that percentage very 
much. 


Senator Keravuver. I am sure you don’t want to do that, however. 


Mr. Mounns. I hope we don’t have to. 
Senator Keravver. All right, the next exhibit will be 95. 
(Exhibit No. 95 follows :) 
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Fortune ranking of major industrial corporations by net profit after tawes as 
percent of sales, 1958 





Company 


Amerada Petroleum Corporation. 
(G. D. Searle & Co.).! 

Ideal Cement Company. 

E. I. DuPont de Nemours & Co. 
Smith Kline & French Laboratories. 
Schering Corp. 

Standard Oil of California. 
Champion Spark Plug Co. 
Parke, Davis & Co. 

Lone Star Cement Corp. 
Ingersoll Rand Co. 

United States Gypsum Co. 
Kennecott Copper Corp. 
Superior Oil Co. 

(Carter Products, Inc.) 2 
Permanente Cement Co. 

The Upjohn Co. 

Signal Oil & Gas Co. 

Phelps Dodge Corp. 

Merck & Co., Inc. 

The Texas Co. 

Gillette Safety Razor Co. 

Eli Lilly & Co, 

American Chicle Co. 
Cleveland-Cliffs Iron Co. 

(U.S. Vitamin & Pharmaceutical Corp.) 3 
R. J. Reynolds Tobacco Co. 
Weyerhaeuser Timber Co. 
Eastman Kodak Co. 

Gulf Oil Corp. 

Ohio Oil Co. 

Minnesota Mining & Manufacturing Co. 
(Norwich Pharmacal Co.)! 
American Hlome Products Corp. 
Wm. Wrigley, Jr., Co. 

United Shoe Machinery Corp. 
Polaroid Corp. 

Abbott Laboratories. 

Harbison-W alker Refractories Co. 
Sunray Mid-Continent Oil Co. 
Skelly Oil Co. 

Corning Glass Works. 
International Business Machine Corp. 
Chas. Pfizer & Co., Inc. 
Champlin Oil & Refining Co. 
Chemstrand Corp. 

Peabody Coal Co. 

Material Service Corp. 

Hanna Ore Mining Co. 

Chicago Pneumatic Tool Co. 

P. Lorillard Co. 

Union Bag-Camp Paper Corp. 
Tennessee Corp. 
Libbey-Owens-Ford Glass Co, 
. . 7 


we 
> 


ee RON WOON EN ONIS 


~ 





Dew NHR oO 








Sterling Drug, Inc. 
* . 
Vick Chemical Co. 
*. * * 
Warner Lambert Pharm. Co. 
. * . 
83 American Cyanamid Co. 
* . * 
84/85 (8, 2) (Mead Johnson Co.) ! 
7. 


128 6.4 | Bristol-Myers Co. 
s . * 


. 
187/188 5.4 | Average, 500 largest industrials. 
s . . * 


437 1.6 | Olin Mathieson Chemical Corp. 


—— 





' Not in Fortune list. Source: Moody’s Industrial Manual, 1959. 
* Not in Fortune list. Source: Moody’s Industrial Manual, 1959; data for fiscal year ending Mar. 31, 1959, 
‘Not in Fortune list. Source: Moody’s Industrial Manual, 1959; data for fiscal year ending Nov. 30, 1958. 
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Dr. Buarr. Sir, this is the same type of presentation but the figures 
show profits after taxes as percent of sales, the source again being For- 
tune magazine. In contrast to the average profit rate for the 500 
largest corporations in terms of net worth of 9.5 percent, the average 
in terms of profit as a percent of sales for the 500 largest is only 5.4, 
Characteristically the profit rates will be somewhat lower for most 
of these corporations in terms of sales than they will be in terms of 
net worth, 

Perhaps the most. interesting aspect of this showing for today’s 
hearing is that No. 4 on the Fortune list with a profit rate on sales of 
16.8 percent is Smith Kline & French. 

Now among the companies also engaged extensively in tranqui- 
lizers, Carter products would fall between 13th and 14th if it had been 
large enough to come within the 500 largest, and American Home 
Products, which has much of its operations involved in activities with 
very low profits on sales, ranks 30th. Among the drug companies 
toward the top of the listing are G. D. Searle, which is not within the 
500 largest, but had a profit rate of 21.3. Had it been among the 
largest it would have been nearly the highest in the country in terms 
of profits on sales. Other companies with high showings as a percent 
of sales are Schering with 16.6, Parke, Davis with 16.3, The Upjohn 
Co., with 13.7, Merck 13.4, and soon. 

Now the only drug companies which fell below the 50 highest rank- 
ing companies in terms of profits as percent of sales were Sterling 
Drug, which is another firm that has extensive distribution activities 


on which profits as percent of sales is characteristically quite low, Vick 
Chemical which is 59th, Warner Lambert 69th, and then again Ameri- 


can Cyanamid, a very large conglomerate operation at. 8.4, Mead John- 
son, which would have been between 84th and 85th at 8.2, Bristol 
Myers 6.4, and Olin Mathieson with a profit as percent of sales of only 
1.6, which placed it 437th among the 500 largest. 

That completes my presentation of those two tables. 

T have one more table, Mr, Chairman. 

Senator Krerauver. Does Mr. Munns want to comment about this 
table? 

Mr. Munns. I would like to say this, sir. In this business of seek- 
ing profits. They are, of course derived from the sale of your prod- 
ucts. But the net profit is also a result of a very efficient streamlined, 
if you want, austere management, which picks the pennies and picks 
the dollars that they can out of their internal operation. 1B 

I feel that we excel in this type of management. We are in direct 
competition with other of the drug companies who are not making 
as high a return on their sales as we are. : : 

They have all of the same facilities, the same situation. We—I 
am saying this modestly because I am a new president and can’t as- 
sume responsibility for it—have been able to achieve profits over and 
above the normal operation of the normal drug company. 

Senator Kreravver. Yes, that is obvious. 

What was the next table? 

Dr. Buarr. Mr. Chairman, the next chart is similar to charts that 
were presented in the course of the hearings on steroid hormones. I 
will talk about only the top of it today. 

Senator Keravver. This will be exhibit 96. 

(Exhibit 96 follows :) 
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Smith Kline & French Laboratories—net worth Jan. 1, 1949, and profits after 
tawes, 1949-59 


Net profit after taxes | Net profit after taxes 


| 
Annual | Cumulated Annual Cumulated 


$5, 420, 000 oe Ue $15, 999, 000 $49, 003, 000 
4, 864, 000 10, 284, 000 : 18, 879 000 67, 882, 000 
4, 097, 000 D4, 6h, CED 8) TB ie ace cecscce-<e... 20, 553, 000 88, 435, 000 
4, 374, 000 18, 755, 000 || 1958 20, 805, 000 109, 240, 000 
4, 913, 000 23, 668, 000 |} 1959 !__-..---.-..-----| 26, 440, 000 135, 680, 000 
9, 336, 000 33, 004, 000 








1 Estimated. 
Note,—Net worth Jan. 1, 1949, $10,801,000. 


Source: Moody’s Industrial Manual and Federal Trade Commission. 


Dr. Buatr. This chart shows the net worth of Smith Kline & 
French on January 1, 1949. It also shows for each year thereafter 
through 1959, again with the fourth quarter estimated, both the actual 
net profits in each year and the accumulated net profits of each pre- 
ceding year. In other words, the full length of the bar represents the 
total amount of the profits which were earned in a given year, such as 
1952, and earned in 1951, 1950, and 1949. The lower part, the part 
shown in diagonal lines, represents the amount earned in each year. 

Now what this chart shows is that in only 2 years the profits of 
Smith Kline & French roughly equaled the net worth of the corpora- 
tion in 1949, 

Its net worth in 1949 was $10.8 million. It made $5.4 million in 
1949 and $4.9 million in 1950, making a total of $10.3 million in the 2 
years or nearly the equivalent of its net worth in 1949. 

Then as can be seen, the length of the bars grows steadily higher, 
particularly after 1954, and in 1959 the total profits—well, take 1958, 
and it will therefore not be necesgary to use any figure in which there 
was an estimated component. In 1958 the accumulated profits after 
taxes since 1949 amounted to $109,240,000 as compared to the initial 
net worth of a little over $10 million. So that the amount by which 
the accumulated profits had grown by that time was in the order of 
something slightly less than 10 times the net worth in 1949. 

Now again I want to say, as was brought out in the hearings on 
steroid hormones, there is no suggestion here that all of these profits 
were retained in the company. Some of them were paid out. in 
dividends, as Dr. Browne has shown, but this represents 

Senator Kerauver. You mean as Mr. Munns has already shown ? 

Dr. Bratr. Well, I think Mr. Munns has shown it and Dr. Browne 
presented a table in which the actual dividend payments appeared. 

Senator Keravuver. You are speaking of Mr. Brown of Schering! 

Dr. Buatr. No, I am speaking of our Dr. Browne. 

Senator Keravuver. I think Mr. Brown of Schering also said some- 
thing about these figures. 

Dr. Buarr. I believe he did, although they may not have similar 
views on all other matters. 

Mr. Cuumpris. You can say that Brown versus Browne did not 
have similar views, 
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Dr. Buatr. Mr. Chairman, I think this chart is clear. That com- 
pletes my presentation. 

Senator Kerauver. I notice that beginning about 1955, apparently 
the profit each year has been higher than the total value of the com- 
pany in 1955, 1956, 1957, 1958 and 1959. 

Dr. Biarr. That is correct. 

Senator Kerauver. Higher than the value of the company in 1949 
for each of those years, is that correct ? 

Dr. Buatr. That is correct. The actual figures are as compared to 
this net worth of $10.8 million in 1949, the actual profits earned by 
the company in 1954 were $9.3 million; in 1955, $16 million; and all 
of these figures are in millions, in 1956, $18.9; in 1957, $20.5; in 1958, 
$20.8; and in 1959, with the fourth quarter estimated, $26.4. 

Senator Keravuver. All right. Mr. Munns, do you wish to make 
any comment on that? 

Mr. Munns. Thank you. I would, sir. I have seen this chart 
before, and with all due respect I have never been quite able to deter- 
mine what it is supposed to represent or portray. I am not bein 
critical, sir. The little black line on the left, since we have reinveste 
into our business some 51 million dollars is very much higher today 
than is shown on the chart. 

Dr. Biatr. That is absolutely true. 

Mr. Munns. Further, from the residue of the line which remains 
after taking out the $51 millions, which has been reinvested in our 
business, there are of course dividends which have to be paid to our 
shareholders. 

Dr. Buatr. That is correct, as I tried to make clear. 

Mr. Munns. The actual figures that you used again I feel are de- 
flated and do not reflect the amount of the reinvested earnings we 
had in the business. 

_ other words, in 1949 instead of your—what did you use, $10 
million ? 

Dr. Buatr. $10.8 million net worth. 

Mr. Munns. Our net worth as we compute it was $13 million, and 
our net worth at the end of 1958 was $60 million, $61 million. 

Mr. Drxon. Which you were getting by plowing back profits after 
taxes into your capital structure ? 

Mr. Munns. Yes, sir; and which is very necessary to maintain the 
growth that we were fortunate to have during those years. 

Mr. Dixon. You could have sold stock, couldn’t you, or borrowed 
money, and grown that way ? 

Mr. Munns. It wasn’t necessary for us to do that. 

Mr. Dixon. I agree it wasn’t. 

Senator Kerauver. The source of this exhibit is Moody’s, is it? 

Dr. Biatr. Moody’s Industrials, Standard & Poor’s, and the Federal 
Trade Commission. 

Senator Kerauver. I think this is its relevance. I have talked with 
anumber of businessmen and they say that whenever a company pays 
for itself in a period of 14 or 15 years, they are doing very well. When 
they earn enough profits, indicated by profits paid out or profits re- 
tained, in 12 years, that is exceptionally good. In 2 years that is phe- 
nomenal. It can only indicate, as you have pointed out, a very large 
profit. ‘Today’s customers are paying for tomorrow’s growth. 
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a I would say a very large growth or a very attractive 
growth. 

Senator Keravuver. All right. 

Mr. Dixon. Now may I proceed ? 

Senator Kreravuver. Mr. Dixon. 

Mr. Drxon. Mr. Chairman, the license agreement that was entered 
into between Smith Kline & French and Tascne- Poker was made 
exhibit 86 of the record. 

I don’t think it is clarified yet as to how it will be fully used by the 
committee, but that can be arrived at later. 

As I understand it, Mr. Munns, in connection with your license 
agreement with Rhone-Poulenc for the manufacture and marketing 
of Thorazine, you have entered into a combination agreement also with 
them, isn’t that correct, sir? 

Mr. Munns. Yes, sir. 

Mr. Dixon. Mr. Chairman, without going into this combination 
agreement, as I understand it, Smith Kline & French since January 
20, 1956, has been entitled exclusively to use Thorazine in combina- 
tions with other products that it may care to manufacture. 

I would suggest that this combination agreement be made exhibit 
97 in the record. 

Senator Keravuver. Let it be made exhibit 97. 

(Exhibit No. 97 may be found on p. 9482.) 

Mr. Munns. What was the date on that please? 

Mr. Dixon. January 20, 1956. This is your combination agree- 
ment. 

Mr. Mounns. All right. 

Mr. Dixon. You do market, do you not, other products that are in 
combination with the product Thorazine ? 

Mr. Munns. One product. 

Mr. Dixon. What is the name of it? 

Mr. Munns. Thoradex. ‘ 

Mr. Dixon. And what is the combination ? 

Mr. Munns. It is a combination of chlorpromazine or Thorazine 
and dextroampletamine sulphate. 

Mr. Dixon. You manufacture this combination product? 

Mr. Mounns. Yes. 

Mr. Dixon. Going back to Thorazine again, sir, do you use any in- 
termediate products in the manufacture of Thorazine? 

Mr. Munns. I believe there is some 16, I am not sure. 

Mr. Dixon. Do you buy those intermediate products? 

Mr. Munns. Yes. 

Mr. Dixon. We asked you to give us the information whether you 
bought any chlorpromazine. 

Mr. Munns. What? 

Mr. Dixon. You reported to us that you did not buy any chlorpro- 
mazine in bulk purchases? 

Mr. Munns. Yes, sir. 

That’s right. ‘ 

Mr. Drxon. But I just asked you whether or not you use inter- 
mediate products in the product you manufacture, and you said yes. 

Mr. Munns. I think I answered wrong, if you will forgive me. It 
takes 16 different raw materials to make chlorpromazine. 
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Mr. Drxon. Do you buy any of those 16? 
Mr. Munns. Yes, I suspect we do. 
Mr. Dixon. Will you report to us the products you buy, from whom 
you buy them, the amounts that you bought and the amount that you 
paid for them ? 

Mr. Munns. I would be very glad to. 

Mr. Drxon. For 1958? 

Mr. Munns. Yes,sir. I don’t know what they are. 

Senator Kreravuver. All right, let that be made a part of the record 
when it is furnished. 

(The information referred to may be found in the files of the sub- 
committee. ) 

Mr. Drxon. To clear up one other point before I go to the next 
subejet, we asked you to furnish us certain information pertaining to 
purchases and sales, Without going into the figures at all, I merely 
want to ask you this question: 

Part of the information we asked you for was a report for the year 
ending December 31, 1958, for your purchase for resale. You gave us 
a figure. Without disclosing that figure, will you either inform me 
now or will you inform the committee later in writing as to whether 
or not that figure that you did furnish us consists of products that 
you offer for resale through your wholesale operation under your own 
trade name ? 

If any of those products that you buy for resale come to you and 
you merely put your name on them, we would like to know that, and 
now, if they are not, we would like to know whether or not all those 
products are products that you offer for resale through your whole- 
sale house, for instance such as a product that Merck might manu- 
facture, and it would bear Merck’s label and you would sell it 
through your wholesale house. 

Mr. Munns. I would prefer to give it in writing because I just 
don’t know the figures at all. 

Mr. Drxon. I think it would be better for you to. 

Senator Kerauver. Very well, let that be made a part of the record 
when it is received. 

(The information referred to may be found in the files of the sub 
committee. ) 

Mr. Dixon. Mr. Munns, you stated that Rhone-Poulenc sells chlor- 
promazine under their own trade name. 

Mr. Munns. Yes. 

Mr. Dixon. It is sold abroad, of course, though you are the exclu- 
sive licensee for the sale of the product in the United States? 

Mr. Munns. Yes; that’s right. 

Mr. Drxon. That also pertains to the product prochlorperazine. 
That is the one you sell as Compazine ? 

Mr. Munns. That’s right. 

Mr. Drxon. Mr. Chairman, we have a table which reflects some in- 
formation obtained from the State Department indicating the prices 
charged for these products in various countries of the world. 
on would like to ask that that be made a part of the record as ex- 

hibit 98. 
Senator Krrauver. That will be made exhibit 98. 
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(Exhibit No. 98 follows :) 


Comparative U.S. and foreign prices of tranquilizers, 1959 
CHLORPROMAZINE, 25-MG. TABLET, 50’S 


Price to— 


City and country Trade name Company marketing 


Druggist | Con- 
sumer 


United States Thorazine...| Smith Kline & French 

‘Toronto, Canada. Largactil....| Rhone-Poulenc 

May & Baker (British) - --- 

Specia (Poulenc subsidiary) - 

Diisseldorf, German 

Rome, Ital Largactil....| Farmitalia (owned 51 prose by 

Montecatini, 49 percent by Poulenc). 

Wintermin..| Shionogi & Co 
Contomin...| Yoshitomi Pharmaceutical 
Sevamine...| Banyu Pharmaceutical Co 
Amplictil...| Rhodia 

Brussels, Belgium Largactil_._- 

Amsterdam, Holland 

London, England 


fepppp fe. en 
Sseocxrs Senses 


= 
~ 
> 


United States Compazine.. 
Toronto, Canada Stemetil 
Sydney, Australia | eee 
Paris, France Tementil-. _- 
Diisseldorf, Germany - . 

Brussels, Belgium 

London, England 





1 Computed from price to druggist at standard markup. 
2 Not available. 


3 Price reported to subcommittee for 5-mg. tablet has been doubled. 
Sources: U.S. price: “American Druggist Blue Book, 1959-60.’’ Foreign prices collected by the U.S, 


Department of State through the American embassies in spring of 1959. (Pro rata conversion to 50 tablets 
per package by subcommittee staff where necessary.) 


Senator Keravuver. By way of explanation, I take it that Rhone- 
Poulenc has similar arrangenfents with other companies and, of 
course, they themselves sell in France. They have arrangements, 
similar to the one they have with you, with other companies in a num- 
ber of countries, and this reflects the same product that is sold under 
the trade name of the companies in these various countries; is that 
correct ? 

Mr. Drxon. That is correct, sir. Do you have the table before you 
now, Mr. Munns? 

Mr. Munns. Yes;I do. 


Mr. Dixon. The comparison here on this table is a comparison of 
chlorpromazine products, 25-milligram tablets of 50, and you will note 
that the comparison relates to prices to druggists. 

Your product to the druggist, for instance, in the United States is 
$3.03. In Toronto, Canada, it is $3.75. In Sidney, Australia, 94 cents; 
Paris, France, 51 cents; Diisseldorf, Germany, 97 cents; Rome, Italy, 
$1.22; Tokyo, Japan, $1.91; Rio de Janeiro, $1.53; Brussels, Belgium, 
$1.37; Amsterdam, Holland, $1.31; London, England, 77 cents. That 
is Thorazine—— 

Mr. Muwns. Yes, sir; it is chlorpromazine. 
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Mr. Drxon. Or a comparable product. That is chlorpromazine, 
which you sell as Thorazine, and it is sold in other countries under the 
trade names as listed there. 

Now, for the product prochlorperazine, which you sell as Com- 
pazine and others sell under different trade names as set forth. You 
sell it in the United States, in 10-milligram tablets in bottles of 50, 
for $3.93; in Toronto, Canada, it is sold for $3.60. 

Mr. Munns. Pardon me, sir; there is a typographical error in this. 
We do not sell it in Canada. 

Mr. Drxon. It does say that, and that is a typographical error. It 
does indicate that Smith Kline & French does sell it there. We will 
check it with the State Department and if that is wrong: 

Mr. Muwns. It is, sir. If you will look it up, you will see Rhone- 
Poulenc with Stemetil. 

Mr. Drxon. Which is the same company. In Sidney, Australia, the 
product is sold for $2.84; Paris, France, 80 cents; Diisseldorf, Ger- 
many, 80 cents; Brussels, Belgium, $1.61; London, England, $2.24. 

As you can see from that exhibit, sir, there is a considerable differ- 
ence in the prices that the druggists pay in the United States, for 
instance, as against the price that the druggist pays in France. In 
France that is a comparison of 51 cents as against the American 
druggist’s price of $3.03. 

How do you explain the reasoning for, or the necessity for, your 
charging the druggist $3.08 when the holder of the patent sees fit to 
charge only 51 cents for it in France? 

Mr. Munns. Well, there may be a number of answers for it, sir. 

First of all, I am sure you will agree that the standards of living 
in France are substantially lower than that in the United States. 

Further, I have no idea of how they promote this drug or how 
they sell it. 

Iam not familiar with the French market at all. Our prices are 
fixed, as I have explained before, to include all of the basic factors 
that have to go into our pricing, and we have priced our products 
at what we feel is a very seine price. 

Now, I am not in a position to compare the economies of the two 
countries, except to point out that there is a great difference between 
them, which is always reflected in the price of drugs. 

Mr. Dixon. Let’s talk about research for a minute. Rhone-Poulenc 
did the research to develop the product, did they not? 

Mr. Munns. They discovered the compound. 

Mr. Dixon. Then, presumably, they are recapturing whatever their 
cost was for their research in that 51-cent price. Would you not 
assume that ? 

Mr. Munns. I don’t know how they operate, whether they play 
on a recapture basis or whether they use their product to support going 
research or whether they have other sources of income to support 
the research. I don’t know. 

r. Dixon. You did none of the research on the basic product. 

Mr. Munns. We were not involved in the discovery of the com- 
pound, but we did a great deal of work and research on this product. 

Senator Kerauver. Mr. Munns, I just simply cannot understand 
this, On chlorpromazine, only the druggist in Canada pays more than 
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the druggist in the United States. London, England, is 77 cents, 
They also have pretty good living standards. Germany is 97 cents, 
They are doing pretty well in Germany. As to Australia, it has good 
living standards and it is 94 cents there. It just doesn’t seem right. 
I don’t see how you justify it. 

Mr. Munns. I don’t think that you want me to get into any discus- 
sion about the relative—— 

Senator Keravver. On prochlorperazine, you are even higher than 
Canada. Diisseldorf, Germany, is 80 cents. In France it is 80 cents, 
I just can’t understand it. 

Mr. Muwns. As I say, I look at these figures and I don’t know what 
ae with the product. Maybe it is only sold to hospitals. I have 
no idea. 

Senator Kerauver. No; these are prices to the druggists. 

Mr. Mouwns. Granted, but maybe they have no volume, I don’t know, 

Senator Krrauver. They have a large volume in these countries, 
I understand it also goes to Hong Kong, and there are many other 
countries that we don’t list here where the prices are very low. I just 
can’t see why you shouldn’t try to give the American druggist some 
break equivalent to what they are getting in Germany, Australia, Brit- 
ain, and all these other nations listed here, Mr. Munns. It just doesn’t 
look right to me, frankly. 

Mr. Munns. I can’t make any sensible comparison between these 
foreign country prices and our own. I just don’t know the situation, 
how they sell it, what their costs are. 

I am sure that lower prices must reflect their lower standard of liv- 
ing. I only know, sir, that we have examined our product. All of 
the factors that are relevant we considered in our pricing, and I feel 
that we have a very fair price for our drug. 

Senator Krrauver. My information is, generally, that outside Italy, 
where they do have some different method—no; generally, their lic- 
censing agreement is just about the same as yours. 

Mr. Mowns. I wouldn’t know that, sir. 

Mr. Cuumepris. Mr. Munns, are you associated with May & Baker 
that sells in London, England ? 

Mr. Munns. No. 

Mr. Cuumspnis. That is an entirely different company; is that it! 

Mr. Munns. That’s right. We have no association there. 

Mr. Cuvumpris. Do you know how May & Baker operates? 

Mr. Munns. I haven’t the remotest idea. 

Mr. Cuumeris. We have testimony that there is a difference in the 
United States in what drug companies sell to druggists. Of course, 
you: don’t know how May & Baker operates and, therefore, you 
wouldn’t know if the relationship of Premo to one of the other com- 
panies may be the same relationship as May & Baker to Smith Kline 
& French in the United States? ; 

Mr. Munns. I do not know. That is why I can’t be very intelli- 
gent in trying to discuss the differences in these two prices. I don't 
know how they operate. 

Mr. Dixon. Mr. Chairman, on that point I would like to ask Mr. 
Munns a question. 

As I understand it, on the two products, chlorpromazine and pro- 
chlorperazine, which you sell as Thorazine and Compazine—— 
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Mr. Munns. Yes, sir. 

Mr. Drxon. You have the exclusive monopoly for the manufacture 
and sale of that product in the United States; isn’t that correct? 

Mr. Munns. We have the right to sell it; yes, sir. 

Mr. Drxon. Nobody else has that right ? 

Mr. Munns. That is right. 

Mr. Dixon. Therefore, having that right, you have the right to 
set the price at anything you want to. Don’t you have that right? 

Mr. Munns. I don’t think we would survive if we set it at any 
price we want to. We have to price our drugs sensibly and reason- 
ably. 

Mr. Drxon. But, still, you are in the position to arrive arbitrarily 
at your price, are you not ¢ 

r. Munns. That is true of any patented product. But, as I point 
out, it is foolhardy to not recognize the market in which you are try- 
ing to go in and be competitive. 

Mr, Cuumeris. Just so I can understand this, Mr. Munns, I thought 
I understood earlier that you have competitors who make a product 
in the same nature of Thorazine. 

Mr. Munns. Yes; we do. 

Mr. Cuumpris. Therefore, you have to compete against them. 

Mr. Munns. We certainly do. 

Mr. Cuumprts. Thorazine might be a good product for some in- 
stitutions and distributors to use, but other distributors and institu- 
tions may desire to use your competitor’s product. 

Mr. Munns. That is a medical choice; it is the doctor who deter- 
mines the use of these tranquilizers. 


Mr. Cuumpris. So, your _—— or license in the United States is 


only for this particular pro 
field. 

Mr. Munns. That is quite right. 

Senator Keravuver. It will be pointed out later on that in all these 
other countries there is the same competition with other tranquilizers 
as there is here in the United States. 

Mr. Drxon. Mr. Chairman, it has already been pointed out that 
Smith Kline & French had 45 percent of the market. 

Mr. Munns. No. 


Mr. Dixon. I mean $45 million worth of the market at the end of 
1958. 


Mr. Munns. That is about 20 percent of the market, sir. That isn’t 
& monopoly. 

Mr. Drxon. I don’t know how much that would be with respect to 
the potent tranquilizers, which are certainly quite different from Mil- 
town and Equanil. 

Mr. Munns. I was only reading the Senator’s figures. 

Mr. Drxon. We can’t compare draft horses with racehorses here, 
which is a crude analogy. You have a potent drug. I don’t know 
whether Miltown and Equanil are used to a large extent in hospitals 
or not, but certainly we understand from your own testimony that 70 
percent of your sales go to hospitals—— 

Mr. Munns. That is right. 

Mr. Dixon. Certainly, your products are used in hospitals. 

Mr. Munns. Certainly, and I am sure the others are, too. 


uct.and not for the entire tranquilizing 
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Mr. Drxon. Referring to exhibit 98, I believe that the Rhodia Co. in 
Rio de Janeiro, Brazil, is a subsidiary of Rhone-Poulenc. 

Mr. Munns. I don’t know. 

Mr. Dixon. That is my information. 

Mr. Mouwns. I will accept that. 

Mr. Drxon. Just assume that it is correct. If so, the product is 
manufactured in France, shipped all the way to Rio de Janeiro, and 
sold for $1.53 as compared to your price of $3.03 in the United States, 

Mr. Munns. Could I make a comment on that, sir ? 

Mr. Dixon. You certainly can. 

Mr. Munns. I appreciate that comparison, but wouldn’t it be a more 
equitable comparison to compare the same company with its own com- 
pany in Canada? I think they are meeting the market conditions and 
have to charge in accordance with those conditions. 

Senator Kerauver. Charging all the traffic will bear? 

Mr. Munns. No, sir; not charging all the traffic will bear. 

Mr. Dixon. Let’s examine for a minute the Italian situation. The 
product chlorpromazine is sold there for $1.22. We understand that 
the Italian Government fixes retail prices on drugs by multiplying the 
manufacturer’s cost, as ascertained by the health authorities, by three, 
The Farmitalia Co. is owned 51 percent by Montecatini and 49 percent 
by Rhone-Poulenc, and sells Thorazine, as you can see on exhibit 98, 
for $1.22. If the information furnished to us is correct, their cost 
would be about $0.41 a bottle. 

Mr. Munns. I am sorry; you have lost me, sir. 

Mr. Dixon. I said the sdecinabint we had, sir, was that the Italian 
Government fixes retail prices on drugs by multiplying manufactur- 
ing costs by three. They are selling this product to the retail druggist 
for $1.22 or approximately $1.20, we will say, and one third of that 
is 40 cents or thereabouts, so that must be about what the costs of that 
product are in Italy. 

Mr. Munns. I wouldn’t know those figures. I wouldn’t quarrel 
with them. But I do know, and I would like to put this into the 
record if you will accept it, that there is no research done in Italy 
that is worth a darn. There isn’t a product that has come out of 
there, because these companies simply cannot support research. 

Senator Kerauver. There is no research on this product ? 

Mr. Munwns. Any research ? 

Senator Krrauver. Rhone-Poulenc has already done the research! 

Mr. Munns. The Italian pharmaceutical manfacturer sits back and 
waits for the inventions of the American companies and other fine 
companies throughout the world and grabs them with no patent re- 
strictions or anything else and markets them to his heart’s content, 
with no expense whatsoever for their full development. 

Mr. Drxon. I don’t know whether the Italian people will agree 
with your statement or not. But you would not infer that there aren’t 
some fine basic products coming from France, would you? 

Mr. Munns. No, sir. 

Mr. Dixon. In fact, you got this one from France, did you not? 

Mr. Munns. That is correct. 
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Mr. Drxon. And they are selling it in France for 51 cents; are 
they not ? 

Mr. Munns. That is the figure you have. 

Senator Krrauver. Germany does mighty well in research, In 
Dusseldorf the price is 97 cents. 

Go ahead. 

Mr. Cuumeris. Mr. Munns, this question of research has been 
brought up before, and I am not so sure it is getting clear in this 
record as to what we are talking about when we are talking about 
research. Now, Mr. Dixon’s question will relate to research on this 
particular item, chlorpromazine. Now, as I understand it, from the 
testimony of witnesses previous to you, and the testimony that you 
have given, when you discuss research you are talking about your 
entire research cost and not research on each particular product that 
youmay manufacture. 

Mr. Munns. The products that we are selling are the products 
that have to support our research. 

Mr. Cruumeris. That is correct. In other words, you look at it from 
whether you spend $7 million or $10 million or $13 million a year for 
research. 

Now, Schering, I think, was spending about 8.5 percent of $75 mil- 
lion; I think it ran about $614 or $7 million each year for research. 
Now, that is something that they have to take into consideration as 
acost against the price that they get for their product. 

Mr. Munns. That is correct. 

Mr. Cuumpris. And you don’t take that research and say, “Well, 
how much of that went into one pile or how much of that went into 
another medicine, or how much of that went into an ampule” or 
whatever the case may be; is that correct? 

Mr. Munns. That is quite correct; yes, sir. 

Mr. Cuumepris. And so that the record would be straight, it isn’t 
the research that you may do for one particular item or whether some- 
one else has done some research? You have to do your own research 
on top of the research someone else has done to perfect a product 
that you make. I think Senator Dirksen brought that out earlier. 

Mr. Munns. That is exactly- 

Mr. Cuumeris. What you got out of France you had to do your 
own work on top of it to bring out your final product ? 

Mr. Munns. That is quite correct. 

_ Mr. Cuumpris. So we are getting back into what was brought out 
in the first hearing, that you can’t charge these costs to your price 
because of the fact that the research may have been done, because you 
bought it in bulk or other things may be done, because it was brought 
here in bulk. You are concerned with what are the costs of your busi- 
hess, research, selling, and distribution, administrative expenses, cost 
of production, and you have to take into consideration your taxes, 
and you apply that across-the-board to your entire group of prod- 
uets; is that correct ? 

Mr. Munns. That is exactly our process. 
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Mr. Cuumenrtis. I want to make sure that we are in agreement. 

Mr. Munns. Yes. 

Mr. Cuumpris. As to what the record should show on this particu- 
lar issue. 

Mr. Munns. That is exactly what the record should show. 

Mr. Dixon. Mr. Munns, on that point, I think the record is clear 
as to how you arbitrarily assign your overall research cost. But isn’t 
it true that Rhone-Poulenc must have similar if not identical problems 
such as you have? Wouldn’t you assume that to be so? 

Mr. Munns. I think I would assume that; yes. 

Senator Krerauver. Even a layman knows that Rhone-Poulenc is 
a big drug company researches in other fields just like Smith Kline & 
French does. 

Mr. Cuumpris. Mr. Chairman, would you indulge me for a moment 
on this point ? 

Senator Kerauver. Justa moment. Iam not familiar with all these 
companies, but Bayer does extensive research in other fields, as man 
of the others do. So I suppose they assign their research all the way 
over, too. But what do you spend on research? What percentage of 
your $45 million sales of Thorazine and Compazine do you spend on 
research? Can you give us that figure ? 

Mr. Munns. At the present time ? 

Senator Keravver. Yes. 

Mr. Munns. The research has been by and large completed. The 
returns we get on the sales of those products are paying for our going 
researches that we have today. 

Senator Keravver. And on other products? 

Mr. Munns. And prior to that the other products paid for the re- 
search that was done on chlorpromazine. 

Senator Krravuver. I believe you have spent about 9 percent on re- 
search. 

Mr. Munns. I think that is about right. 

Senator Kreravuver. Even assuming that Thorazine and Compazine 
carry the burden of research on other drugs, assuming that you deduct 
9 percent from $3.03, that is a little less than 30 cents, and that still 
puts you higher all the way around except in Canada. 

Mr. Munns. You have to also, sir, deduct the 19.3 percent for 
selling and promotion. 

Senator Kerauver. They sell and promote, too. 

Mr. Munns. But I have no idea if they do it in the way in which 
we do it, whether it is necessary or what they do. I don’t know, and 
I am sure whatever they do costs substantially less than it costs us. 

Senator Keravver. Probably they may not have this elaborate ad- 
vertising, but our general information is that most of these companies 
do. Drug companies in England and other countries have detail men 
and women to visit physicians. 

Mr. Munns. But those, of course, are in relation to their standards 
and are substantially lower than ours. 





ADMINISTERED PRICES 8963 


Mr. Dixon. Mr. Munns, this came up before and I call this to your 
attention. 

On costs in foreign countries, the source of this is the Chemical 
Fund Newsletter, No. 17, dated November 1959. I read from this news 
letter : 


U.S. chemical and related companies have low labor costs per unit of output. 
Over 65 percent of U.S. chemical plants are operated by less than 20 workers 
each, As a result, it takes only 833,000 American workers to produce $25 
billion of chemicals a year, while in Europe by comparison it takes more than 
1,400,000 employees to produce only $10 billion of chemicals a year. 

The heading on this is “Resistance to Foreign Competition.” 

Do you care to comment on that quotation ? 

(The (aaa referred to, marked Exhibit No. 99, may be found 
on p. 9483. 

Mr. Munns. I don’t know whether my comment will be altogether 
apropos of the figures you are talking of. You are talking of 
chemicals ? 

Mr. Dixon. And related companies. 

Mr. Munns. Yes, but you are talking about the bulk chemicals, 
the great carloads ? 

Mr. Dixon. It includes drugs, sir. 

Mr. Munns. Yes, I know, but you are talking about large produc- 
tion. 

Thad my plant manager draw me up a memorandum of what is the 
process of putting through one of our compounds, and I would like 
toread this for the record. 

In the processing—lI lost a sheet, if you will forgive me. 

Senator Kerauver. You don’t seem to be reading it all, so the whole 
memo will be put in the record. 

Mr. Munns. I am not going to read it all. 

Senator Kerauver. Do you want it all to go in the record ? 

Mr. Munns. I would like it to go into the record if I may, sir. 

Senator Kerauver. That will be exhibit 100. Read such parts as 
you want. 

Mr. Munns. Let me give you an idea of what type of manufactur- 
ing we do as contrasted with bulk chemical or normal industrial manu- 
facturing. In the manufacture of chlorpromazine, 326 in-process 
checks are required in the process of manufacturing the basic com- 
pound. When we move into putting it into tablets, there are an addi- 
tional 557 checks and 16 additional checks in the packaging stage. 
All of which requires manpower. The work of human beings. 

There is no machine that enables you to make these checks. If 
you move into our sustained-release Spansules, which is a very unique 
pharmaceutical achievement of Smith Kline & French of which we 
are very proud, the almost unbelievable figure is that 974 different 
checks are required in the process of making that one product. 

And I don’t think you can compare the labor and care involved in 
bulk manufacturing industries with the processing of ethical phar- 
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maceuticals. Above all, these ethical drug products have to be abso- 
lutely safe, and as they are represented. Even if we didn’t have this 
wonderful FDA regulation, which I am heartily in favor of, we would 
have to do this to maintain our own reputation and integrity. If we 
make a mistake, we are a dead duck. I would like to put in the record 
this memorandum prepared by our plant manager. 

Senator Keravver. It has been made exhibit 100. 

(Exhibit No. 100 follows :) 


To: Mr. Walter A. Munns. 
From: A. J. D’Angelo, plant manager. 


In accordance with your request, I am listing the various S.K. & F. procedures 
for: (a) Checking formulas on each manufacturing step procedure card cover- 
ing each batch in each manufacturing step; (b) method of verification of our 
standard working directions covering each of these manufacturing steps; (c) 
the checking procedures that are carried on during manufacturing; (d) the 
analytical tests and other checks on drug intermediates derived in each manu- 
facturing step in accordance with our testing standards and manufacturing pro- 
cedure standards; (e) the various product checks performed during packaging 
of the product, and the final product analytical and other determinations follow- 
ing completion of manufacture, on the following products : 

Thorazine—hydrochloride, tablet, Spansule capsule, injection, sirup, con- 
centrate, and suppository. 
Compazine—diamaleate, ethanedisulfonate, tablet, Spansule capsule, injec- 
tion, sirup, concentrate, and suppository. 
Combid—Compazine dimaleate, Darbid chemical, and the Spansule capsule 
combination. 
Thora-Dex—Thorazine hydrochloride, Dexedrine sulfate, and the tablet 
combination. 
We have not separately listed these for the various dosage strengths of each 
product inasmuch as the same manufacture checking and analytical testing 
procedures are pursued irrespective of dosage strength. 

For your convenience, we have summarized these procedures in seven cate- 
gories, viz: 

1. Manufacturing step procedure card—(the multiple formula checks made 
for each batch card when issued for each manufacturing operation). 

2. Standard working directions that must be certified as having been employed 
in each step in the manufacturing procedure covered by the manufacturing step 
procedure card for each batch. 

3. Manufacturing step checks (e.g., the various weighings, check-weighings, 
certification of working directions followed, etc., for each manufacturing step). 

4. Analytical tests and other checks on intermediates—covering the testing 
standards and manufacturing procedure standards employed. 

5. Checks performed during the packaging of the product. 

6. Final product analytical and other checks—covering the testing standards 
and manufacturing procedure standards employed. 

7. Stability checks performed on routinely manufactured products to assure 
maintenance of potency and quality. 

At the end of this outline, we have given you a cumulative total of these 
checks, including certifications, inspections, and analytical tests. 


JANUARY 8, 1960. 


SUMMARY OF STEPS IN THE MANUFACTURE OF A FINISHED 
S.K. & F. PHARMACEUTICAL 


Raw materials are purchased from various sources according to S.K. & F. 
detniled specifications as to grade, purity, quality, ete. 

Each shipment of these raw materials, as received, is first quarantined, then 
sampled and analyzed to determine conformance with our detailed specifications 
before it is released for manufacturing use. As these materials are prepared 
for processing, the operator and the supervisor in charge check each container 
to see that it is properly labeled and that it contains the order number speci- 
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fied by our purchasing department when the order was placed. The first thing 
that is done is to enter the order number on the initial and each subsequent 
stage of the manufacturing step procedure card. Then the required amount 
of the raw material or other ingredient employed in the manufacturing step 
covered by each card is weighed by the operator within very exacting limits. 
Each formula weight on a card as determined by the operator for inclusion is 
checked by the supervisor. 

In the next step, as the ingredient is added to the mixer or reactor, it is again 
checked by the operator and doublechecked by the supervisor. This is done to 
be sure that the weighed and checked material actually all enters the reactor 
or mixer. The same routine is repeated for each ingredient as it is used. 

The overall formula entered on each card is separately checked by three dif- 
ferent people prior to its issuance for manufacture—specitically, by the formula 
administration supervisor who first prepares the manufacturing step procedure 
card, thereafter by the scientist responsible for the pharmaceutical formula and 
finally, the third formula check is made by the assistant plant technical director. 
Each must signature the card. 

When the first reaction of these raw materials is completed during manu- 
facture of the chemical drug itself, a sample of the derived intermediate from 
that stage is submitted to the analytical control laboratory, where it is analyzed, 
and the approved analysis recorded. 

Each manufacturing step procedure card for either the chemical itself or the 
product prepared from it contains specific cross reference to the manual of 
working directions, by date and by specific formula number. The manufactur- 
ing supervisor certifies by his signature on each card that the working directions 
so specified were in fact followed in that manufacturing step. When the manu- 
facturing step procedure card and the sample are delivered to the analytical 
control laboratory, the supervisor in charge of the laboratory unit checks all 
information on the card including weight and manufacturing checks, the cor- 
rectness of the yield, the required certifications that the proper formula and 
working directions were used, and any other information that he feels is per- 
tinent, before the sample is subjected to analysis. 

Note: The working directions, the following of which must be specifically cer 
tified by the manufacturing operator and his supervisor, are set forth in meticu- 
lous detail. These comprehend not only the checking of the hazard value chart 
and of the equipment prior to starting, but also specific directions and safety 
requirements for the handling of the particular substance in that manufactur- 
ing step. Each procedure is spelled out in detail with all specific conditions to 
be observed during the course of the operation (e.g., time, temperatures, pres- 
sure, specific gravity, pH, etc.) ; and with specific indication of those conditions 
which must be checked by the supervisor from time to time prior to the con- 
tinuance of that operation. 

There is a separate set of working directions for each of the many steps in 
the manufacturing process covered by a separate manufacturing step procedure 
card. Prior to issuance, or revision and reissue, each of these working direc- 
tions must be certified by at least three people for accuracy. 

For each of the testing steps there is a testing standards manual, consisting 
of complete analytical methods for physical, chemical, and where relevant, bio- 
chemical and biological assay determinations. Each of these testing standards 
is identified as to who developed it, and the specific control supervisor who ap- 
proved its issuance for testing purposes. 

During the packaging operation (as during the previous manufacturing opera- 
tions) frequent quality control checks in addition to those already described 
are made in accordance with specific detailed instructions as set forth in the 
manual of manufacturing procedure standards. Some of the checks are per- 
formed by packing manufacturing procedure standards. Some of the checks are 
performed by packaging (or processing) section personnel, some by the quality 
control section personnel. 


CUMULATIVE TOTAL OF CHECKS 


Thorazine hydrochloride and products—In the manufacture of Thorazine 
hydrochloride, a total of 16 different raw materials are used to prepare 5 inter- 
mediates required to produce the chemical. 
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The number of quality control checks and tests for each batch of the chemical 
and each batch of product made from the chemical are as follows: 


Number of Number of additional checks during packaging and at 
in-process finished product stage 
checks 


Thorazine hydrochloride 326 | Not applicable to intermediates or unpackaged compounds, 
Thorazine tablets............-- 557 | 16 (breakdown as follows: 6 by packaging section, / 7 by 
quality control section, 3 commercial stability 2). 
Thorazine injection 126 | 38 (breakdown as follows: 17 by packaging section, ! 12 by 
quality control section, 9 commercial stability 2). 
Thorazine Spansule capsules... 31 (breakdown as follows: 6 by packaging section,! 8 by 
quality control section, 17 commercial stability 2). 
Thorazine suppositories - -_---- 22 (breakdown as follows: 11 by packaging section, * 7 by 
quality control section, 4 commercial stability *). 
Thorazine syrup 25 (breakdown as follows: 10 by packaging section, ! 9 by 
quality control section, 6 commercial stability 2). 
Thorazine concentrate. 24 (breakdown as follows: 10 by packaging section, ! 9 by 
quality control section, 5 commercial stability 2). 


COMPAZINE PRODUCTS 


Compazine dimaleate........_- 395 | Not applicable to intermediates or unpackaged compounds, 
Compazine ethanedisulfonate_- 466 0. 
Compazine tablets 570 | 23 (breakdown as follows: 11 by packaging section;! 9 by 
quality control section; 3, commercial stability 2). 
Compazine injection 52 (breakdown as follows: 28 by packaging section;! 16 by 
quality control section; 8, commercial stability *). 
Compazine Spansule capsules. 29 (breakdown as follows: 6 by packaging section;! 8 by 
quality control section; 15, commercial stability 2). 
Compazine suppositories--.-.-.. 31 (breakdown as follows: 15 by packaging section; 11 by 
quality control section; 5, commercial stability 2). 
Compazine sirup. 25 (breakdown as follows: 10 by packaging section;! 8 by 
quality contro] section; 7, commercial stability 2). 
Compazine concentrate 26 (breakdown as follows: 10 by packaging section;! 9 by 
quality control section; 7, commercial stability 2). 


COMPAZINE DIMALEATE, DARBID CHEMICAL AND THE COMBINATION PRODUCT 
(COMBID SPANSULE CAPSULES) 


Compazine dimaleate 395 | Not applicable to intermediates or unpackaged compounds, 
Darbid chemical 228 Do. 


Combid Spansule capsules... 1,170 | 31 (breakdown as follows: 6 by packaging section;! 8 by 
quality control section; 17, commercial stability 2). 


THORAZINE HYDROCHLORIDE, DEXEDRINE SULFATE AND THE COMBINATION 
PRODUCT (THORA-DEX TABLETS) 


Thorazine hydrochloride 326 | Not applicable to intermediates or unpackaged compounds, 
Dexedrine sulfate 362 Do. 


524 | 26 (breakdown as follows: 10, packaging section; ! 9 by quality 
control section; 7, commercial stability 2). 


! In addition to this we perform 100 percent inspection of filled bottles. 

2 To assure that each package of 8.K. & F. medication maintains its potency and quality for as long as it 
is on the market, continuous, systematic checks and tests are performed on products taken from packaging 
lines and set aside for long-range testing at periodic intervals. This continuous program supplemented b 


periodic inventory checks of packaged shipping stock (to avoid shipment of old stocks before new, etc. 
constitutes the commercial product stability program. 


3 In addition to this we perform 100 percent inspection of foil units of 6. 

Mr. Dixon. Mr. Chairman, I asked to have included in the record 
the license agreement that deals with Compazine, which is the generic 
product prochlorperazine. 

Senator Kerauver. That will be exhibit 101. 

(Exhibit No. 101 may be found on p. 9484.) 

Mr. Dixon. This is the license agreement dealing with the patent 
issued September 1, 1959. 

Mr. Munns. What is the title of that? 

Mr. Drxon. It is headed only “License Agreement.” 
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Mr. Munns. I think I have it. 

Mr. Dixon. That was made exhibit 101. Now, Mr. Chairman, I 
would like also to put the patent itself into the record as exhibit 102. 

Senator Kerauver. Very well. 

(Exhibit No. 102 may be found on p. 9487.) 

Mr. Drxon. This patent was issued September 1, 1959, to Rhone- 
Boulenc. 

I would now, Mr. Chairman, like to go to a new subject matter. 

It is true, isn’t it, Mr. Munns, that your company makes sales of 
Thorazine to the Military Medical Supply Agency ? 

Mr. Munns. Yes, sir. 

Mr. Drxon. We understand that since 1956 a total of $2,215,- 
112—— 

Mr. Munns. Pardon me, are you through with this license thing? 

Mr. Dixon. Yes, sir. 

Mr. Munns. Oh, I didn’t know that. I’m sorry. 

Mr. Dixon. Our information is that since 1956 the Military Medi- 
cal Supply Agency has purchased from you $2,215,113 worth of Thor- 
azine. We understand that no Compazine has as yet been bought by 
the Military Medical Supply Agency. Those prices for your prod- 
uct Thorazine were negotiated, were they not ? 

Mr. Munns. Yes, I think that is correct. 

Mr. Dixon. It would have been useless to ask for a competitive bid 
because there are no competitors, are there? 

Mr. Munns. Well—— 

Senator Kerauver. That is obvious. 

Mr. Dixon. Now, Mr. Chairman, I will read very quickly into the 
record the prices that the Military Medical Supply Agency paid for 
the various quantities of this product Thorazine. 

In 1956, in the 25-milligram size in bottles of 50, they purchased 
the product Thorazine at $2.19 and $2.21. At the same time you were 
charging the druggist $3.03. 

Mr. Munns. How did you get the two prices? 

Mr. Dixon. You made two sales to them during the year 1956. 

Mr.Muwns. Yes. 

Mr. Drxon. One at $2.19 and one at $2.21. 

Mr. Munns. $2.19 and $2.21. 

Mr. Dixon. That is correct. 

Mr. Munns. For what? 

Mr. Dixon. For Thorazine. 

Mr. Munns. No, I mean 

Mr. Dixon. In 25-milligram size bottles of 50. 

Mr. Munns. Bottles of 50? 

Mr. Drxon. Yes. 

In 1957 they paid you $2.27 for the same type and size of Thorazine. 
In 1958 they made two purchases, one at $2.17 and another at $2.19. 

Mr. Munns. These are all the same sizes in bottles of fifties? 

Mr. Dixon. That’s right, sir. During that same period of time, 
you were charging $3.03 to the retail druggist. 

In 1959 they made a purchase from you for $20.80 of the 25-milli- 
gram size in bottles of 500. At the same time you were charging the 
retail druggist $28.79. 

Mr. Munns. What was your figure? 
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Mr. Dixon. $28.79. 

Mr. Munns. Right. 

Mr. Dixon. For the type 100 milligram in bottles of 500, in 1957 
the Military Medical Supply Agency made one purchase in the amount 
of $33.46. At the same time you were selling the same product in the 
same amount to retail druggists for $46.32. In 1958, for that same 
type product, they made a purchase at the rate of $33.37, and at the 
same time you were charging the retail druggist $46.32. Those were 
tablets. Now we come to 25-milligram, 2-cubic-centimeter sixes injec- 
tion. In 1956 the agency bought from you two quantities, one pur- 
chase for $3.16 and another for $3.17. 

Mr. Muwns. Yes. 

Mr. Dixon. In 1957 they made one purchase from you at $3.27 
for the same product. In 1958 they made one purchase in the 
amount of $3.12 for the same product. During this same period of 
time, for the same product, you charged the retail druggist $4.38. 
We observe by this comparison, Mr. Munns, that you did charge the 
Military Medical Supply Agency less than you charged the retail 
druggist. 

Mr. Munns. Yes. 

Mr. Dixon. But the difference wasn’t a great deal. Looking at 25- 
milligram tablets in fifties, the U.S. Government actually had to pay 
more than the retail druggists in many foreign countries; isn’t that 
correct ? 

Mr. Muwns. I don’t think it is, but you may have lost me in these 
figures. 

Mr. Drxon. For instance, if they had bought it in France, they 
could have bought it for 51 cents. 

Mr. Munns. I get your point now. I missed it. 

Mr. Dixon. And the retail druggists in the United States had to 
pay more than the Government did, of course. 

Yecently there was in the newspapers a report that the Military 
Medical Supply Agency had made a substantial purchase of drug 
products in Italy. It was publicized that this was the first time 
that a substantial amount of drugs had been bought by the Military 
Medical Supply Agency for use not only with the troops and personnel 
in Italy but for use of the personnel and troops in this country. 

Did you observe that report in the papers ? 

Mr. Munns. No, sir; I did not. I had never heard of this before. 

Mr. Dixon. You don’t know anything about it, then ? 

Mr. Muwns. No, sir. 

Senator Kerauver. Your negotiated price to the Government, and 
I think the same is true with the Veterans’ Administration, seem to 
be about one-fourth off what you sell to the retail druggists. That 
would be somewhere in the neighborhood of your detailing cost and 
selling cost. 

In other words, your lower price to Government agencies is due to 
the fact that you sell in very large amounts and you don’t have to do 
detailing or advertising with the Government ? 

Mr. Munns. Well, we do a certain amount of educational work with 
the Government. A fair amount, I might say. 

Mr. Drxon. During our first series of hearings we dealt with steroid 
hormones. When we came to the purchases by the Military Medical 
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Supply Agency and the Veterans’ Administration, we found out that 
because small manufacturers were able to obtain bulk products and 
manufacture an identical product which meets U.S. Pharmaco- 
poeia standards and the rigid tests set up by the Military Medical 
Supply Agency, and offered to sell at a considerably lower price than 
the retail druggist was being forced to pay for the identical product, 
the large companies saw fit to bid a lower price, too; for instance, 
Schering bid a price of $23.63 for 1,000 tablets of Prednisone. They 
lost the bid. At this same time, as Dr. Blair points out, they were 
charging the druggists $170 for the same amount. So, you have a 
tremendous difference between what the Government could buy on a 
competitive bid as against what the retail druggist had to pay, because 
there was competition there and someone offered to sell at a lower 
price. 

Now, there is no one available for the Government to turn to for 
Thorazine other than you. There is no competitive price on this 
product. So there is no comparison here. 

We note that your product, although it is cheaper, for instance, in 
the type 25 milligram in bottles of 500, you sold them to the Govern- 
ment in 1959 at $20.80; you sold to the druggist at $28.79. That is 
only an $8 difference. Do you care to comment on that, sir? 

Mr. Munns. I have heard a lot of figures here and I am not. sure 
that they are right. But I grant you that there is no other company 
that can bid on chlorpromazine ; however, we have voluntarily reduced 
our prices, in my opinion, very substantially. That was in my state- 
ment, where I pointed out that from the initial cost of approximately 
$1 for 400 milligrams per day, it has been progressively reduced in 
price so that it is down to about 15.3 cents a day. This was all on a 
voluntary basis. 

Senator Kerauver. Did you say per day? 

Mr. Munns. For 400-milligram treatments, which is the average 
daily treatment that I used. ‘This dosage is incidentally, much higher 
than the average as it was established in 1959. 

Senator Kerauver. Your prices on that drug have remained con- 
stant since 1954. 

Mr. Munns. No, sir; they haven’t. I mean we have extended on 
volume purchases very substantial discounts to the Government. We 
sell them direct at the list-less-15 price. Then, in addition to that, we 
have added volume discounts that are very substantial, depending on 
the quantities that they are buying. And we are also in competition 
with other tranquilizers, sir. 

_Mr. Dixon. You did sell Thorazine to the Veterans’ Administra- 
tion, did you not, sir? 

Mr. Munns. Yes, sir. 

Mr. Dixon. I won’t go into the prices. 

Mr. Munns. In that 

Senator Keravuver. In substantial amounts, several hundred thou- 
sand dollars. The prices were about the same as you sold to the 
military, 

Mr. Dixon. There was not a great deal of difference. They were 
hegotiated prices, just like they were negotiated with the Military 
Medical Supply Agency ? 

Mr. Munns. That is correct. 
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Mr. Drxon. You do have a distinct advantage, do you not, in selling 
to the Government, being a one-company monopoly in the Thorazine 
field, as contrasted, for instance, to reserpine, where there are several 
manufacturers ? 

Mr. Munns. Weare the only people that sell it; yes. 

Mr. Dixon. We have noted that, during the period from 1956 to the 
present, prices for reserpine to the Military Medical Supply Agency 
fell from $1.39 to 60 cents for the same quantity and type. That is 
more than a 50-percent difference. 

Mr. Munns. This was from 19——. 

Mr. Dixon. Since 1956. 

Mr. Munns. 1956. 

Mr. Dixon. We note that your prices remained virtually unchanged, 
although there was a slight difference, sometimes in the amount of a 
few cents. 

Mr. Munns. With the Government agencies we have made a series 
of reductions. We added an additional discount for them in 1958, 

Mr. Dixon. But the point is that there are small companies that can 
obtain reserpine in bulk form, make a finished product, and offer to 
sell it, as was true in the case of steroid hormones like prednisone. 
Now you are precluded in your own license agreement with Rhone- 
Poulenc from licensing anyone else. 

Mr. Muwns. I am not 100-percent sure that that is so, sir. 

Mr. Drxon. Your license agreement gives you an exclusive right 
to manufacture and sell chlorpromazine in the United States? 

Mr. Munns. That’s right. 

Senator Krravuver. That has been gone into. They have to do 
it in 

Mr. Drxon. Specialty form. You can’t make bulk sales. You are 
precluded from making a bulk sale under that agreement, are you not! 

Mr. Munns. I would leave the legal aspects of our contract with 
you, sir, because I am not a lawyer. But, in the first place, we are 
not in the bulk business, so I will mention that is a little academic 
because we are not in the bulk business at all. We wouldn’t be in- 
terested in selling in bulk. 

Mr. Dixon. It may be academic, but you signed an agreement where 
you would only sell in specialty form, and you told us that was in 
finished form. 

Mr. Mouwns. All right, sir. 

Senator Kerauver. Does Senator Hart have any questions? 

Senator Hart. No. 

Mr. Drxon. You also market a product, do you not, called Cytomel! 

Mr. Muwns. Yes. 

Senator Kerauver. What is this product ? 

Mr. Munns. It isa thyroid preparation. 

Mr. Drxon. It is a product for hypermetabolism; is that correct! 

Mr. Munns. That is part of its use. It has a great many other 
indications. 

Mr. Dixon. From the Blue Book on drug prices, we have discernel 
that prices on this drug have been unchanged since the first report 
in 1957-58 issue: 100 tablets containing 5 milligrams each cost the 
druggest $1.53; 100 tablets of 25 milligrams are $2.28. Can yol 
tell us why this price is so high ? 
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Mr. Munns. Mr. Dixon and Mr. Chairman, I was advised to come 
down here completely prepared to give you all the information I 
could on the tranquilizing drugs, and I have tried to do that to the 
best of my ability. I have not prepared for discussion of other of 
our compounds. I am at a complete disadvantage to do that. 

Senator Krravver. Isn’t Cytomel in the nature of a tranquilizing 
drug ¢ 

Mr. Munns. No, sir; it is in an entirely different field. 

Senator Keravuver. If you are not prepared for it—— 

Mr. Munns. I am really not, sir, because I didn’t know that was 
going to come up. 

Senator Kerauver. If you have the information, it will save coming 
back at another time. 

Mr. Dixon. Mr. Chairman, let me put this information in the record 
and then suggest to the witness that he file his comments on it later. 
Isthat allright? Then, if he is not prepared on it 

Senator Kerauver. Ask the question and see if he knows about it. 
If he doesn’t, we will let him send in a reply. 

Mr. Dixon. We requested from Smith Kline & French, Mr. Chair- 
man, their purchase and sales contracts. From the information that 
was furnished to us, it was reported that they purchased 1,000 grams 
of this product, which is L-triiodothyronine from the British licensor, 
Glaxo Laboratory, Ltd., at $6.a gram. Smith Kline & French sells 25 
micrograms in bottles of 100, to the druggist for $2.28. This is at the 
rate of $912 per gram. I don’t know what that mark-up is over what 
you paid for the bulk product. 

Senator Kerauver. Do you know those figures, Mr. Munns? 

Mr. Munns. Senator, I do not, honestly. 

Mr. Dixon. We understand that that is the way it figures out, Mr. 
Munns. We understand, also, that this is not a product that you pro- 
duce. That is correct; isn’t it ? 

Mr. Munns. Well, from what little I can remember of it, I think 
it is the same procedure as the other product. 

Senator Kerauver. Mr. Munns, suppose you do this. Suppose you 
give us a statement of what you paid the British concern for Cytomel, 
which, according to the information you submitted, is what? 

Mr. Drxon. It is $6 per gram, according to the information he 
furnished to the committee. 

Senator Kerauver. Then the rate at which you sell it in 25 micro- 
grams to the druggist, according to this figure, is what ¢ 

Mr. Dixon. $912 per gram to the druggist. 

Senator Kerauver. We know that doesn’t include your work with 
the Food and Drug Administration, your profit, tableting, advertis- 
ing, taxes, and so forth, but give us the best information you can 
about it, will you ? 

Mr. Munns. I will be very glad to do so, Senator. 

Mr. Dixon. Mr. Chairman, I would like to have marked as exhibit 
103 the license agreement that was entered into between Smith Kline 
& French and Glaxo Laboratories, Ltd., of Middlesex County, Eng- 
land. This is the nonexclusive license to Smith Kline & French to 
manufacture and sell the product known as Cytomel. Exhibit 104 
is the agreement between Smith Kline & French and Hoffmann- 
Laroche of New Jersey. 
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Senator Keravuver. They will be made exhibits. 

(Exhibits Nos. 103 and 104 may be found on p. 9495.) 

Senator Krrauver. Mr. Munns, are you in a position to discuss 
Benzedrine and Dexedrine? 

Mr. Muwns. No, sir; I am not. 

Senator Kerauver. Then we will have to have it some other time. 
Benzedrine and Dexedrine are your trade names ? 

Mr. Munns. Yes, sir. 

Senator Kerauver. The generic term of which is what? 

Mr. Drxon. I didn’t understand, Mr. Chairman. 

Senator Krerauver. What is the generic name? 

Mr. Dixon. As I understand it, the generic name is amphetamine, 
and it is very closely related to a tranquilizer except it starts you 
in the other dcosien: One of them slows you down and one of them 
sets you off. If you get too low with a tranquilizer, you take a Benze- 
drine pill and start in the other direction. 

Senator Krerauver. There is a vote on an amendment on the floor, 
so let’s have a recess for 15 minutes. In the meantime, if you can 
go over some of this, it might save us time. I thought Benzedrine 
and Dexedrine were something in the nature of tranquilizers. 

Mr. Munns. I would hardly think they would qualify on that 
basis. 

Senator Krrauver. Anyway, they are something to buoy you up. 

Mr. Munns. But that is quite a secondary use, believe me. 

Senator Krrauver. Perhaps if you examine the figure, we might 
be able to save some time, if it is all right with you, in the discussion 
later on. 

Senator Hart, I think we have to go at this point. 

(Brief recess.) 

(At this point the following were present: Senators Kefauver and 
Hart.) 

Senator Krerauver. We will resume now. As to Benzedrine and 
Dexedrine and Dexamyl, we will either send certain questions to 
Mr. Munns to be answered—and that is true of the other drug, Cyto- 
mel, and any others that we have—or we will make arrangements 
later on for Mr. Munns or some other representative of his firm to 
come back and testify in connection with them. So, you will famil- 
iarize yourself with them. 

Mr. Munns. I certainly shall, sir. 

Senator Keravver. All right. 

Mr. Drxon. Mr. Chairman, with respect to each of the previous 
drug companies that we have had before us, we put information in 
the record on salaries and stock options for their principal officers. 
Based upon the remuneration according to Smith Kline & French 
Laboratories statement dated April 21, 1959, and their proxy state- 
ment and individual reports to the SEC on form 4s, I understand the 
following information to be correct. 

Mr. Walter A. Munns, president, received aggregate remuneration 
in 1958 of $124,628. His 1959 remuneration has not yet been published. 
His stockholdings at the end of 1959 amounted to 6,900 shares. There 
is no stock-option plan in the company. 

Mr. Munns. We have none. 
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Mr. Drxon. Mr. Francis Boyer, chairman, received a salary in 1958 
of $107,500 plus a bonus of 414 months while he was still president, 
of $32,355, making a total of $139,855. His 1959 remuneration has 
not been published. He was a considerable stockholder. At the end 
of 1959 Mr. Boyer held 989,545 shares. 

Mr. Munns. What was that year, please? 

Mr. Dixon. 1959. At the end of 1959 he held 989,545 shares, which 
entitled him to dividends of over $940,000. 

Mr. C. Mahlon Kline, honorary chairman, received an aggregate 
remuneration in 1958 of $50,000. He held as direct owner at the end 
of 1959 703,971 shares, and he was trustee for a trust fund holding 
about 2 million shares. He is entitled to one-third of the income from 
the trust during his life. Dividends accruing to him directly and his 
beneficiary of trust amounted in 1959 to approximately $1,300,000. 

Will you send us your 1958 annual report, and your 1959 report 
when it 1s issued ? 

Mr. Munns. I most certainly will. You have the 1958, though, 
haven’t you? 

Mr. Dixon. Will you send us another copy ? 

Mr. Munns. I will be very glad to. 

Mr. Drxon. Together with two copies of your 1959 annual report. 
Also, would you submit to us your proxy statement for 1959, and for 
1960 when it 1s issued ? 

Mr. Munns. I certainly shall. 

Mr. Dixon. Much has been said here about research. I am going 
toask Dr. Blair, Mr. Chairman, if he will, to read certain pertinent 
paragraphs from information which we received under subpena from 
various financial houses. 

Dr. Buarr. Mr. Chairman, I shall read three paragraphs from ma- 
terial secured by the subcommittee from files of the Chemical Fund. 
The first is a memorandum to the Chemical Fund by its staff dated 
March 18, 1959, the subject of which is “Smith Kline & French 
Laboratories.” 

The memorandum says in part, and I quote: 

As chairman, Francis Boyer is continuing to devote considerable attention to 
research operations and currently is also heading a committee of the Pharma- 
ceutical Manufacturers Association designed to represent the industry’s view- 
point with respect to Government encroachment in research areas and in which 
the industry is better equipped to operate. 

Generally, it is his feeling that the huge Government medical research ex- 
penditures, $227 million in 1958 and $250 million in 1959 as compared with $170 
and $190 million, respectively, by the industry in these years, should be devoted 


primarily to fundamental studies and the training of new scientists rather than 
to development of new products under crash programs. 


The second paragraph is from a report of the Chemical Fund by 


oo D. Little, a management research firm, this one dated March 
, 1958. 


Government’s research efforts pose many direct problems to the pharmaceutical 
industry which will remain unsolved for some time. 

For example, the joint crash research program for cancer has been dragging 
since 1953 because of lack of clear patent policies. In addition to patent equity 
Problems, the program has been slow because of suspicion and resentment be- 
tween Government, industry, and academic researchers. 
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The third paragraph, Mr. Chairman, is also from a report of Arthur 
D. Little dated May 22, 1958: 

The cancer program has been retarded by the lack of a clear-cut policy on 
patent rights. If the cure for cancer is discovered, the NIH has the right to grant 
royalty-free licenses of the inventor is unable to get into production quickly, 

Other areas emphasized by the NIH are mental health, heart disease, neurol- 
ogy, blindness, arthritis, allergies, and infectious disease. 

Mr. Dixon. Mr. Munns, the first quotation that Dr. Blair read had 
to do with what was reported to the Chemical Fund by its staff. It 
said that Mr. Boyer desired that the Government research efforts be 
relegated to what we might call basic research, primarily to funda- 
mental studies and the training of new scientists, rather than to the 
development of new products under crash programs. Does that re- 
flect what you understand to be Mr. Boyer’s general attitude on the 
subject, sir? 

Mr. Munns. Mr. Dixon, I would prefer not to comment on that. 
I am not involved in this operation of Mr. Boyer’s. I am very busy 
trying to learn my new job, and I really have no opinion as to whether 
his opinion is right or wrong. I prefer not to comment. 

Senator Kerauver. Mr. Munns, Mr. Boyer is the chairman of this 
committee of the National Pharmaceutical Association. 

Mr. Munns. I didn’t know he was chairman, sir. 

Senator Keravuver. You know he is a member of the committee. 

Mr. Munns. I know he is a member of the committee ; yes. 

Senator Kreravuver. I assume that this is correct; that he is chair- 
man. But, in any event, as a member of the committee he is trying 
to keep the Government out of certain types of research and get it 
interested in other things. Is that the attitude of your company? 

Mr. Mowns. No, sir; it is not, speaking for myself. 

Senator Keravver. I know. But speak for your company; you are 
the president. 

Mr. Muwns. I am just not qualified to talk about that because, as 
I say, I am busy learning my riew job. Mr. Boyer has become inter- 
ested in this phase of the industry, and I can’t speak for his opinions. 

Senator Keravver. The NIH 

Mr. Munns. I am certainly not opposed to cooperation with the 
NIH. 

Senator Kerauver. The NTH has a patent policy, as is set out in 
the third paragraph that I heard Dr. Blair read. They do reserve 
the right to let somebody else manufacture the product if the inventor 
is unable to get into production quickly. That is a very mild limita- 
tion, and that limitation seems to be what is being objected to. Do 
you know about that? 

Mr. Munns. Not about that, but I would like to state here that we 
have been working very closely with the NIH and, in fact, we just 
put on last month a nonexclusive product which the NIH holds the 
patents on. So I think that would reflect our overall attitude and our 
cooperation with Government work. 

Mr. Drxon. It is a mighty serious thing, isn’t it, if the cancer re 
search program is dragging due to the reluctance of the drug mant- 
facturers to participate in it because of these patent restrictions? 
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Mr. Munns. I can only speak for myself and my company, and we 
— facilities that would be of any assistance in the cancer re- 
search. 

Mr. Drxon. You understand, don’t you, that if you accept money 
from the Government to engage in research, and you discover some- 
thing, you get the patent right to it? Don’t you understand that? 
You get the patent. The only restriction is that, if you can’t get 
started fast enough, the Government reserves the right to make you 
issue a license on a royalty-free basis until adequate production is 
available to the public. Isn’t that correct? 

Mr. Monns. I think that is correct, but I am only speaking from 
hearsay. I am not familiar with it. I think that is correct. 

Mr. Dixon. Actually, it would appear to me that it is a pretty good 
gift by the Government if it furnishes the money to engage in re- 
garch, and then, if something is discovered with Government money, 
you have the right of the patent, as the patentor. That is a very 
valuable right, is it not? 

Mr. Munns. I would think it was quite a valuable right, but you 
have got me on the spot. I will be perfectly frank. I am not famil- 
iar with the statements of my chairman. Perhaps I should be. 

Senator Kerauver. Mr. Munns, we had invited Mr. Boyer to come 
down and testify, and you came in his place. You asked that you 
could come in his place. 

This is something of great importance. We will have testimony 
showing that there is a great deal of difficulty in getting some Gov- 
ernment money used by some of the pharmaceutical ‘houses because of 
this very mild limitation that, if the company discovers something 
and doesn’t get into production fast enough, they reserve the right to 
have somebody else produce it until the discovering company does 
make sufficient quantities to meet the needs. That is something we 
will go into in another way, though. 

Mr. Dixon. Mr. Chairman, excuse me for interrupting you, but on 


that point, from the last paragraph Dr. Blair read, this sentence 
occurs : 


Other areas emphasized by the NIH are mental health, heart disease, neu- 
rology, blindness— 
and so forth. 

Mental health is one of the areas mentioned. 

Mr. Munns. Yes, sir. 

Mr. Dixon. We have been informed, sir, that in 1958 a sizable 
amount in millions of dollars was authorized for research in mental 
health. We have been told that less than $100,000 of that money has 
actually been allocated for research in contracts with companies. Do 

~ have a contract with the Government to do research in mental 

ealth ? 

Mr. Munns. I don’t believe we have, sir. I am rather ashamed to 
say that I don’t know anything about this. 

, Senator Kerauver. Who in your company would know about it, 
sir? ' 


_ Mr. Munns. Our director of research would know something about 
It. 
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Senator Keravuver. You are the largest manufacturer of tran- 
quilizers, so I think that your company would be deeply involved in 
this mental health field with the Government. 

Mr. Mounns. I don’t know that there has been any lack of coopera- 
tion as far as we are concerned. Whether or not we have a grant, 
I don’t know. I suspect that we don’t, but I just plain don’t know, 

Senator Keravver. All right. 

Mr. Drxon. That is all, Mr. Chairman. 

Senator Kreravver. Senator Hart? 

Senator Harr. Thank you, Mr. Chairman. Mr. Munns, your in- 
cumbency as president began part way through 1958; is that correct? 

Mr. Munns. That is correct. 

Senator Harr. The present board chairman was your predecessor 
as president ? 

Mr. Munns. That is correct. 

Senator Harr. Was he the president and chairman until you be- 
came president, sir ? 

Mr. Munns. No; he was president, and then moved into the chair- 
manship when he left the presidency. 

Senator Hart. This question was suggested to me only as I listened 
to the summary information on corporate compensation. It is the 
kind of question, once upon a time re was tempted to ask as a stock- 
holder of acompany. But, you know, you never like to be disagreeable 
at a stockholder’s meeting. 

Mr. Munns. If you are a stockholder, we would be very glad to give 
you all the information you want, believe me. 

Senator Hart. No; it is only in explanation of the next question. 
I have never asked it as a stockholder. As to that report, do I under- 
stand that the man described as a relatively active chairman in 1958 
was compensated more than you, an active president of the company! 

Mr. Monwns. That is correct, but you must remember that we made 
our respective moves in the middle of the year. I am not being com- 
— to the degree that our previous president was. I will try, 

ut I don’t think I will make it, sir. 

Senator Harr. The exchange of officers occurred in 1958; is that 
correct ? 

Mr. Munwns. That is correct. 

Senator Harr. And in 1958 you served for more than half the year 
as president ¢ 

Mr. Mounns. That is correct. 

Senator Harr. And, as I listened to the compensation figures for 
that year—this, indeed, may answer the question, and if so I apologize 
for burdening the record on it. Your compensation in 1958 was about 
$125,000? 

Mr. Munns. That is correct. 

Senator Harr. The board chairman in 1958 received $140,000, ap- 
proximately ? 

Mr. Munns. Approximately. 

Senator Harr. on just curious, because I recall your comment 


this morning that he was relatively active. f f 
Mr. Munys. He is a very active chairman, but he is not particularly 
active in the operations, per se, of our business. 
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Senator Hart. What was the compensation story in 1959, when for 
the full year you were the president and he was the relatively active 
board chairman ? 

Mr. Munns. There has been no change in the rates. The 1959 
figures will come out to approximately $100,000 for Mr. Boyer and 
at the same rate, but because it includes a full year my compensation 
will be approximately $140,000. 

Senator Keravver. I thought you said he was ahead of you in 
salary ? 

Mr. Munns. No; he lost his place. He was in 1958, sir. 

Senator Kerauver. Anything else, Senator? 

Senator Harr. No. 

Senator Kerauver. Mr. Chumbris? 

Mr. Cuumepnrts. I have no further questions. 

Senator Keravuver. Mr. Kittrie? 

Mr. Ktrrrte. I would like to ask a few questions, Mr. Chairman. 

Mr. Munns, I have a number of questions, all related to different 
topics in your testimony today. You were referring to, and also en- 
closed, a report by Dr. Brill, I believe. 

Mr. Munns. Yes. 

ae Kirrrie. As to the effect of the drugs used in New York hos- 
pitals. 

Mr. Munns. That is correct. 

Mr. Kirrrme. Now, I understand from the charts enclosed in your 
testimony that about 43 percent of the patients in New York hospitals 
are given tranquilizers now. Now, is it at all possible that the other 
patients are not receiving drugs because drugs are too expensive and 
the hospitals cannot afford to use these drugs ¢ 

Mr. Muwns. I think, if you will read Tati carefully Dr. Brill’s 
Paper, you will find that the use of these drugs has to be selective, 

r. Krrrrtz. That’s right. 

Mr. Munns. And that many of the patients do not respond to them. 
That is the best I can answer your question. 

Mr. Kirrrie. Nevertheless, within the first 2 years after these drugs 
were first introduced only about 20 percent of the patients were given 
these drugs. 

Now it has gone up to 44, and I was curious whether there was any 
relationship between the percentage of patients receiving drugs and 
the State budget. : 

Mr. Munns. Not to my knowledge. 

_Mr. Kirrriz. Now, also, another topic that came up during the pre- 
vious hearings and which was not mentioned this time concerned the 
drug companies’ advertising expenses, 

Mr. Munns. Yes, sir. 

Mr. Kirrrre. You mentioned that, even if you were to cut your 
profits completely, the saving would still not be substantial as far as 
the person buying drugs is concerned. 

Mr. Munns. That’s right. 

Mr. Kirrrre, Another question is this: Is it at all possible that un- 


due amounts of money are spent on advertising, thus raising the prices 
of drugs? 
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Again reading in this book here, “The Merchants of Life,” I notice 
that 1 particular company, in order to advertise 1 particular prod- 
uct, sent to 142,000 doctors all over the country 10 carloads of samples 
which were worth $2 million. 

Mr. Munns. One company did that? 

Mr. Kirrrie. One company on one particular product, and they sent 
out samples worth $2 million. Now, this particular company sells 
about $150 million worth of products. To promote just the one prod- 
uct alone they sent out samples worth $2 million. 

Mr. Mowns. For the record, sir, that was not Smith Kline & French. 

Mr. Kirrrre. It certainly was not. But, since you are here, I would 
like to know whether you feel that your expenditures on advertising 
are reasonable or, at any rate, more reasonable than illustrated by 
this one example. 

Mr. Monns. I think our expenditures on advertising are very rea- 
sonable. We have no particular inclination to throw away money on 
excessive advertising, because certainly there is a point of diminishing 
return. We have made extensive studies as to the best. way to educate 
the physician, and we believe we have found the best formula. I 
believe that our percentage of promotion is probably lower than most 
other companies, because of this intensive study of how best to promote 
our products. 

Mr. Kirrriz. Still, especially with tranquilizers, you had a real job 
of advertising; didn’t you? 

Mr. Munns. We had a colossal job of education; yes, sir. 

Mr. Krrrrie. Because psychoanalysts were cmon to the idea that 
you can treat mental patients with chemicals. 

Mr. Munns. That is quite right. 

Mr. Krrrrim. You indicated in your own testimony that the original 
reception to your product was very poor, as far as the psychoanalysts 
were concerned. Consequently, you had to go over the head of the 
psychoanalysts and appeal to the general ee to make him 
realize that there are certain advantages in this product; is that right? 

Mr. Munns. I would say that the procedure was exactly in reverse; 
that these drugs would have no place with today’s physician if the 
psychiatrist had not educated them in how to use them. 

Mr. Krrrrre. So you had to educate them ? 

Mr. Munns. We had to educate them, first, to learn all the pecu- 
liarities of the drugs, before we were able to pass that on to the 
general practitioner. : 

Mr. Renee: This brings me to another question concerning the 
usefulness of these drugs, and again I quote from the article by Dr. 
Brill and Dr. Patton. They say that some doctors are all in favor 
of these products and think they are very useful. 

Then they say : 


On the other hand, many felt that the change— 


and the change they are referring to is the increased discharge of 
patients from hospitals— 


that the change was coincidental, and that drug effects merely masked the symp 
toms of mental disorder for a time, and produced a type of superficial improve 
ment which would soon be unmasked. 
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Then they say: 


According to this view, the use of tranquilizers was a regrettable but tran- 
sitory fad. 

Now, Dr. Brill certainly is not endorsing this extreme position, but 
at the same time he says, “Only time would resolve such questions.” 
What is your view ? 

Mr. Munns. Could I point to the chart that I exhibited during my 
statement? I think that clearly demonstrates that this isn’t any tem- 
porary alleviation of a condition, and that there is a constantly in- 
creasing decrease in the mental hospital population. You must under- 
stand that there are many physicians who have different opinion. In 
each case it is a medical judgment for the physician to make, and I am 
sure that there are psychiatrists today that still don’t believe in tran- 

uilizing drugs. But I think on the record it has been demonstrated 
that these are very important therapeutic agents. 

Mr. Krrrrre. Again, just for my own information: Since the state- 
ment was made that tranquilizers really do not cure mental illness, 
but only tend to make the patient more accessible to treatment, how 
do you explain these figures of people being discharged as cured when 
it is admitted that these drugs do not cure patients? 

Mr. Munns. Sir, you are getting me way over my head. This is 
all a matter of medical judgment and opinion. I only say that I will 
stand on the record of qualified physicians who have made these 
observations and have so published. 

Mr. Kirrrm. You feel that the public interest is well protected in 


this case. These drugs have definite merit, and these figures prove 


that. 

Mr. Munns. I believe that very; very sincerely ; yes, I do. 

Mr. Kirrrie. Now, there is one more question which I would like to 
go back to. This was the question raised by Senator Hart earlier to- 
day as to whether it is possible that people that are discharged or are 
released on parole, are forced to go back to hospitals because they can- 
not afford to continue purchasing the necessary drugs. You will recall 
that question was presented by Senator Hart. 

_ Mr. Munns. I can’t quote Senator Hart’s question. I don’t think 
it was expressed that way, and I certainly did not answer it that way. 
Mr. Krrrrre. You didn’t feel that the prices were too high and that 
discharged patients could afford these drugs? 
_ Mr. Munns. I think what you may be confused about is that I said 
it was very difficult because of geography to travel several hundred 
miles back to a hospital where hey could get medicine from the hos- 
pital. This is part of this whole problem, which I am very sym- 
pathetic to. They are not forced to go back and go into the hospital. 
I referred to return to the hospital for the procurement of these drugs. 

Mr. Krrrrim. I think the question was essentially this—— 

Senator Harr. If I could help, I think it was expressed on this rec- 
ord that there was nothing to indicate that any of the 30 percent who 
had been treated individually had not been able to obtain medicine. 
I said I had been told that this was the case, and then asked the wit- 
hess what his judgment was as to what sort of corporate responsibility 
there was to review the pricing of the individual sale in light of certain 
figures of profits that had just been developed. 
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Mr. Kirrrie. It was in line with your question, Senator Hart, that 
I again wanted to refer to this report by Dr. Brill, where they indicate 
that, in cases of patients that are released and have to continue receiv- 
ing drugs, the rate of return of such patients to the hospital is not any 
larger than the rate of return of any other patient. From these sta- 
tistics there is no indication that patents have to go back because 
they cannot afford to get drugs. 

Senator Harr. It was not to that statistic that I had reference when 
T said that I had been told that such was the case. 

Senator Keravver. All right; Mr. Kittrie? 

Mr. Krirrrim. I believe that is all. 

Senator Keravver. I think there are one or two other matters before 
we recess, 

You stated, I believe, you had about 300 employees, I mean 3,000. 

Mr. Munns. 3,000; yes. 

Senator Keravuver. How many detail men or women do you have? 

Mr. Mounns. We have slightly less than 400 detail men. 

Senator Keravver. Is that just in Philadelphia? 

Mr. Muwns. No, that is national. 

Senator Keravver. It says here in the Chemical Fund staff report, 
and I quote: 


In 1958 90 men were added to the professional service department in a major 


marketing expansion. Currently the company has some 420 detail men in the 
United States. 


Mr. Munwns. That figure is in error. Our present force is less than 
400. 

Senator Kreravver. I suppose you pay them about what the other 
companies do, $8,000 or $9,000 plus their expenses? 

r. Monns. We pay them $6,628.16, because I had it accurately 
computed before I came. I am not trying to be funny about that, but 
we pay on an average of about $6,250 annually. 

Senator Keravuver. I certainly hope that you can stay tomorrow 
because we want to give you a chance for rebuttal, or some represent- 
ative of your company. 

Tomorrow we are going to have certain physicians who are going 
to testify, including Dr. Heinz Lehmann, a very eminent psychiatrist, 
Dr. Fritz Freyhan, the director of research at Delaware State Hos- 
pital, and Dr. Henry Brill, the deputy commissioner of the Depart- 
ment of Mental Hygiene of the State of New York. Also, Mr. Mike 
en of the National Committee Against Mental Illness will 
testify. 

We hope that you will be here or have somebody here from your 
company, Mr. Munns. 

Mr. Mouwns. Senator, as we talked during the recess, I had not 
planned to stay in Washington and I do have commitments and I 
would greatly appreciate being excused from the hearings tomorrow, 
if you would be so kind. 

Senator Krravuver. We do not like to bring up testimony about 
your prices without giving you a full chance of rebuttal. So if you 
are here, or your representative, we will give you that chance, or you 
can come back or send us anything you wish in writing. 
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Mr. Monns. Thank you, sir. 

Senator Keravver. I take it that you stand by your advertisin 
material, that you send out to doctors, for its correctness, is that true 

Mr. Munns. Very definitely, sir. I am very proud of our promo- 
tional job. 

Senator Kerauver. You approve it and stand by it and you are 
very proud of your promotional job? 

Mr. Munns. Yes; I am very proud of it, sir. 

Senator Kerauver. Do you have something else you wanted to add 
Mr. Dixon ? 

Mr. Dixon. One thing. Mr. Munns, as I understand it, the patent 
for chlorpromazine was issued in 1953 ? 

Mr. Muwns. That is correct. 

Mr. Dixon. That was for a period of 17 years? 

Mr. Munns. The life of the patent. 

Mr. Dixon. The patent was issued for prochlorperazine, which you 
sell as Compazine ? 

Mr. Munns. Yes. 

Mr. Dixon. Another patent was issued in 1959, so it will run 17 
years, that is, until 1976? One patent is until 1970 and the other 
until 1976? 

Mr. Muwns. Yes. 

Mr. Dixon. So we are to understand that for that period of time 
you have the exclusive license to manufacture and sell that product 
under those patents, is that correct ? 

Mr. Munns. Yes. 

Mr. Dixon. Do you think your price might be cheaper if there 
were other licensees or if others had access to this patent? 
oe Monns. That is a rather hypothetical question. I just don’t 

ow. 

Mr. Drxon. But you don’t have to worry about it ? 

Mr. Munns. Well, I don’t know what the future is going to hold 
for us. We may not have the product on the market. 

Senator Kerauver. The general experience is that where there are 
little companies that can get the raw material, where there is not an 
exclusive patent, there is competition, at least in the limited area of 
sales to the Government and hospitals in substantial quantities. 

Is there anything else? 

Mr. Dixon. That is all. ; 

Senator Keravver. I will make, of course, a detailed statement 
about my own personal opinion. Mr. Munns has expressed his opin- 
= here. I think I should say what I am going to say later on, Mr. 

unns. 

I think your profits on the products that we have talked about here, 
Thorazine and Compazine, and certainly your overall profits, are 
entirely too high and out of line. 

I just simply can’t understand how these same drugs are selling in 
other countries under license agreements in France, Germany, Argen- 
tma, England, at very, very much less than you are selling them for 
here, even if you take off the 9 percent for research. Assuming that 
you do research, you are still completely out of line with those profits. 
_I think it must be of interest also that this product is being sold to 
sick people. If there is any possibility of making a break in price, 
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they deserve it. We can’t overlook the fact that State institutions 
are tax-maintained. We can’t overlook the fact that your profit on 
net worth, even if you take the 1958 figure, is 86 percent after taxes, 
after paying for all the research. We can’t overlook the fact that 
among the 500 most profitable companies in the United States, you 
are second. Even if you take the percentage of sales, you are up near 
the top. You are higher than other people making tranquilizers, 

I do think that it is time to reconsider and that something will have 
to be done about it. I think also that we ought to pose this ques- 
tion. In Germany where they have no exclusive patents, they don’t 
patent drugs. They may require compulsory licensing; they have 
had a freeze on them for some time. There have been some patents 
granted in France recently, but they had a freeze. 

We have a memorandum—lI don’t know whether we want to make it 
a part of the record now—showing the patent process in all of these 
countries. 

Here in the United States we allow exclusive patents for 17 years, in 
drugs as in everything else. 

We see that in unpatented products there is competition and there 
is reduction in price. 

The query is, should we have patents but require some method of 
compulsory licensing to a qualified applicant upon payment of a 
reasonable fee? Would that bring the price of drugs down? This 
question is presented very pointedly here in connection with Com- 
pazine and Thorazine on which you hold the exclusive license of the 
patentee. 

This is a serious problem, Mr. Munns, and I personally think it is 
something that you and others ought to be thinking about seriously. 

We have a lot of agitation; we have a lot of efforts toward, I won't 
say socialized medicine. We have a lot of talk about it. We have bills 
to have the Government pay the medical expenses of people on social 
security. I don’t think we should have these kinds of things nor are 
they the right approach. I hope we don’t ever get to it. But drug 
prices for the first time in history are now more than medical] bills. 

These factors can contribute toward the agitation for something 
none of us want, socialized medicine. In England they contributed 
their share in bringing about socialized medicine. They may do it 
here unless you and others get your prices down. You have expressed 
yourself, but if you have anything else to say about it, I will be glad 
for you to say it now, Mr. Munns. 

Mr. Munns. I am afraid I have said everything I can, Senator, and 
I do respect your opinion. 

Senator Keravver. All right, I want to thank you for your courtesy 
and for your effort to be frank and to give us such facts as you have. 

Tomorrow we will meet in the auditorium in the new building for 
the morning session. That is G-308 in the New Senate Office Build- 
ing. 

a we thank you, Mr. Munns, for being with us here today. 

Mr. Munns. Thank you, Senator, and I do hope I have been of 
help to you. 

Senator Kerauver. We will stand in recess until tomorrow. 

(Whereupon, at 5:45 p.m. the hearing was recessed, to reconvene at 
10a.m., Friday, January 22, 1960.) 
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FRIDAY, JANUARY 22, 1960 
U.S. Senate, 


SvuscoMMITrre oN ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a.m., in room 
G-308, New Senate Office Building, Senator Estes Kefauver, 
presiding. 

Present : Senators Kefauver (chairman), Hart, and Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director; Peter N. 
Chumbris, counsel for minority; Nicholas N. Kittrie, special counsel 
for minority ; Horace L. oer assistant counsel; Dr. John M. Blair, 
chief economist; Dr. E. Wayles Browne, Jr., economist, Dr. Irene 
Till, economist; Herschel Clesner, special consultant; Lucile B. 
Wendt, patent consultant; Paul S. Green, editorial director; and 
Gladys E. Montier, clerk. 

(At the convening of the session, the following members are pres- 
ent: Senators Kefauver and Dirksen.) 

Senator Keravuver. Our first witness this morning is Mr. Mike 
Gorman, executive director of the National Committee Against Mental 
Illness. We are glad to have you here, Mr. Gorman. 

Mr. Gorman. Thank you, Mr. Chairman. 

Senator Kerauver. We know the work of your committee and we are 
- to see you personally. The first time I got acquainted with Mr. 

orman was back in the early forties when he was given the award 
as one of the 10 leading young citizens of the year by the junior 
chamber of commerce. 

Was that in Missouri? 

Mr. Gorman. St. Joe, Mo. It was snowing, Senator. 

Senator Kerauver. Now, Mr. Gorman, we don’t want to hurry you. 
You take your time. But we have three eminent physicians who have 
come here from distant places to testify today. We are hoping we 
can give them all a chance to be heard. So you proceed. 


STATEMENT OF MIKE GORMAN, EXECUTIVE DIRECTOR, NATIONAL 
COMMITTEE AGAINST MENTAL ILLNESS, WASHINGTON, D.C. 


Mr. Gorman. Mr. Chairman and members of the comimttee, I will 
highlight this statement. 
enator Kerauver. The staff has given me a copy of “What Are 
the Facts About Mental Illness.” Are there other copies available? 
Mr. Gorman. I will get them, Senator. 
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Senator Kreravuver. Pass them around to Senator Dirksen and to 
the members of the staff, and I suppose the press might be inter- 
ested if there are enough copies. 

Mr. Gorman. I might say just parenthetically for the record, Mr. 
Chairman, that there are 46 State Governors who are members of 
our committee. 

Senator Keravver. Do you say in your statement what the National 
Committee Against Mental Illness ist 

Mr. Gorman. Yes. 

Senator Keravuver. Will you list the sponsors? 

Mr. Gorman. Mr. Chairman, may I supply for the record the 
booklet that you have with the 46 State Governors listed and the many 
distinguished psychiatrists who are members of the National Com- 
mittee Against Mental Illiness? 

Senator Keravver. Let that be made a part of the record. 

(The list referred to may be found on p. 10164.) 

Mr. Gorman. Mr. Chairman and members of the committee, in all 
fairness, I would like to state that my initial reaction to the invita- 
tion of this committee to testify was a negative one. 

_In 1958, I was asked to testify before a House committee inves- 
tigating various questionable advertising and promotional efforts of 
the pharmaceutical industry. 

I declined to testify at that time, pointing out that I did not want to 
make any statement which would inhibit the use of psychiatric drugs 
in the United States. 

I explained to the distinguished chairman of the House committee 
that, since 1954, I had conducted an uphill fight for the use of these 
drugs in the teeth of bitter opposition Siem some of the most influen- 
tial psychiatrists in this country, and even from some highly placed 
people at the National Institute of Mental Health. 

As a result of my refusal to appear at that time I was accused, in 
a number of rather hostile communications from psychiatrists of being 
a “captive” of the drug industry. 

I did not feel beholden to answer those communications. I have 
never accepted a cent from the drug industry for any of my personal 
activities. I have lunched and dined on a number of occasions with 
some of the most prominent drug company officials in the — 
including some who were here yesterday from Smith Kline & French, 
and I have insisted upon paying my own part of the check. 

Although I have attended many psychiatric conventions both here 
and abroad in the past 5 years, I have not accepted 1 cent to defray 
any costs. To the contrary, the National Committee Against Mental 
Illness in 1957 gave a substantial grant to the Second World Congress 
on Psychiatry for the translation and publication of some significant 
papers in the psychiatric drug field. 

hat conference was held, Mr. Chairman, in Zurich, Switzerland. 

I would like to inform this committee that my behavior in this re- 
gard is considered somewhat eccentric, even by psychiatrists. There 
are quite a few psychiatrists, most of them engaged in drug evalua- 
tion work, who have accepted considerable hospitality from the phar- 
maceutical houses. 
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I appear here today because I can no longer remain silent with 
regard to the arrogant attitude of the pharmaceutical industry toward 
the working processes of thisdemocracy. _ 

By way of establishing my credentials, it has been alleged that I 
have visited more ante hospitals in this country and abroad as a 
working journalist over the past 15 years than any other citizen of 
the United States. I plead guilty to that allegation. : 

I have some figures on the cost of mental illness. I would point this 
out, sir. There are 17 million American currently suffering—— 

Senator Keravver. All of your statement, though you may sum- 
marize it, will be printed in the record. 

Mr. Gorman. Fine, sir. I am going to work through these next few 


pages. : 

Benetor Keravver. Take your time. 

Mr. Gorman. I did want to point out to this distinguished commit- 
tee if I may, Mr. Chairman, that mental illness is still the Nation’s 
No. 1 health problem. It fills more than half the hospital beds in this 
country today. Several very careful scientific surveys have established 
the fact that 17 million Americans are currently suffering from some 
form of metnal illness. 

Each and every year, more than 2 million people reach a breaking 
point in their lives and seek some form of psychiatric help—in a men- 
tal hospital, in a clinic, or from a private practitioner. 

The Joint Commission on Mental Illness and Health, established 
in 1955 by the Congress to make a thoroughgoing survey of the prob- 
lem of mental illness, reported recently that mental illness costs this 
Nation $3 billion a year. 

Last year, State governments.spent more than $800 million for the 
mere maintenance and custody of approximately 550,000 mentally ill 
patients. 

It is no inconsiderable figure. In New York State it is $200 million. 
In Illinois, Senator Dirksen, it is about $100 million for care and 
maintenance of mental patients, so it is quite a problem. 

In most States, according to the American Psychiatric Association, 
the care of these patients is abysmally inadequate. 

The average cost of maintaining a mental patient in a State mental 
hospital last year was about $4 a day. Contrast this with the $25 a 
day maintenance figure for patients in general hospitals in this coun- 


try. 

"Last year, mental illness cost the Veterans’ Administration $844 

million in hospital costs and in compensation and pension payments. 

There are 61,000 hospitalized mentally ill veterans who fill more than 

. percent of the beds in the Veterans’ Administration hospital sys- 
m 


Senator Kerauver. What was that now? 

Mr. Gorman. The last paragraph on page 3, Mr. Chairman. More 
than 50 percent of the beds in the VA hospital system are occupied by 
mentally ill veterans. 

The figure is exactly 53 percent, and the cost, the total cost, is $844 
million in tax money. 

Mr. Chairman, every 3 minutes the gates of a mental hospital open 
somewhere in this country to admit a victim of this disease. 
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Having toured these mental hospitals for a long and weary decade, 
I saw a small ray of hope when the new tranquilizing drugs first began 
to be applied in 1954 to mental patients in this country. Being a 
trained journalist who doubts instinctively before he believes, I walked 
the wards of many a mental hospital and watched the remarkable 
transformation taking place with the advent of the new drugs. I saw 
disturbed wards calm down, and I saw scores of patients whom I knew 
personally being discharged to their homes and to their loved ones. 

(At this point, Senator Hart entered the hearing room.) 

Alarmed at the bitter resistance to these drugs, I began late in 1954 
to write a book which would try to explain the importance of the so- 
called psychiatric drug revolution. 


May I quote the initial two paragraphs of chapter 7 of “Every 
Other Bed”: 


In the entire history of the physiological attack upon mental illness, no de 
velopment has been more significant than the recent introduction of new drugs 
in the treatment of a wide variety of mental illnesses. 

The surface story of the remarkable achievements of these new drugs has been 
told in scores of technical and popular articles. Yet, beneath the surface, there 
is a deeper story which illustrates in a graphic manner the thesis of this entire 
book—that physiological treatments must still fight an uphill battle for recogni- 
tion among the high priests of psychiatry. 

This writer has witnessed, during the past several years, a set of resistances 
to the new drugs running the scale from downright ignorance and bureaucratic 
apathy to vicious, bitter attacks upon every researcher reporting success in using 
them. 

And this resistance was not, and is not, confined to the psychoanalysts, many 
of whom were rushing to secondhand dealers with their sagging couches. 

In its initial phases, it included a number of tax-supported Federal and State 
mental health officials whose bounden duty it is to support any treatment which 
holds promise of alleviating the miseries of the mentally ill. 


I do not think at that time, or at any subsequent time, that I went 


overboard on the drugs. If I may be permitted another quote from 
the book : . 


I harbor no illusions about the magical properties of the new drugs. In fact, 
I find it quite annoying that a few of the more hyperbolic articles refer to them 
as “wonder” drugs. The only wonder I can see in the situation is perplexity 
as to why American medicine and the American drug industry, with all of their 
vaunted skills, have continually drawn a blank in the production of chemical 
weapons against mental illness. There is no point in kidding ourselves: We are 
constantly cribbing drugs developed and tested by foreign scientists. Reserpine 
is a derivative of the snakeroot used for centuries in India to calm the mentally 
ill, and chlorpromazine is the accidental byproduct of a French scientist’s efforts 
to find an antihistamine with reduced side-effects. 


I might point out, Mr. Chairman, in chapter 8 of “Every Other Bed” 
I go back to 1950 in the French literature to discuss some of the a 
work on chlorpromazine. It did not start with the Canadians. It 
started 2 years before that. I list more than 30 papers in the Italian, 
Austrian, German, Swiss, and English literature on chlorpromazine 
before Smith Kline & French decided it was worth distributing, and 
some of these were not merely basic research studies; they were animal 
studies and human studies, and I want to point that out for the record, 
because this is an irrefutable statement. I have the history of that in 
my book, the early French work and the early foreign work in the 
development of this, and this includes many distinguished French 
scientists whom I wish Mr. Munns, the President of Smith Kline & 
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French, had paid a little courteous tribute to yesterday because they 
were very valiant scientists who over a 3-year period did the basic 
work. I think the statement of Mr. Munns, if I may say so, was 
somewhat misleading. It is somewhat like the Russian invention of 
everything from sunshine to the moon. It just ain’t true. It was the 
French. ‘The basic work was done in France on this drug over a 3- 
year period. To continue the quote: 


Both drugs achieve some remarkable therapeutic effects, but they are a far 
ery from what American science might have achieved if it had devoted even a 
small amount of its resources and ingenuity over the past few decades to a re- 
search attack upon mental illness. 


Mr. Chairman, I think no responsible figure in American psychiatry 
today would dispute the fact that the tranquilizing drugs have had 
the greatest therapeutic impact upon mental illness in this country 
since the establishment of the first mental hospital at Williamsburg, 
Va. in 1773. 

Commenting upon the drug revolution over the past 5 years, the 
House Appropriations Committee in April 1959 made the following 
incisive comment : 

Recent figures represented to the committee indicate that mental illness costs 
this country a minimum of $3 billion a year. 

Despite the staggering economic losses, the committee received heartening 
evidence of remarkable progress against mental illness. Over the past 3 years, 
there has been a drop of 13,000 patients in State mental hospitals. At the end 
of 1958 there were 52,000 fewer mental patients in all mental institutions than 
might have been expected on the basis of the rising curve from 1945 to 1955. 

Just the annual money savings resulting from this reduction amount to much 
more than this entire appropriation if calculated on the most conservative basis. 
It costs an average of $1,500 a year to provide little more than custodial care for 
each patient in a mental hospital and, in institutions where good care and service 


is given, the costs are much higher. Restored to a useful life this same person 
isearning his own living and paying taxes. 


Medical research that can increase our ability to prevent chronic mental 
illness is the only way of eventually cutting down on the Nation’s multibillion 
dollar annual bill for care of the mentally ill. 

I point out that over the past 4 years, Mr. Chairman, there has 
been a reduction of 16,000 patients. This is a historic reduction in 
mental hospital patients never before achieved in the history of the 
care of the mentally ill. 

I recently received from the National Institute of Mental Health 
the patient population figures for the last fiscal year. These figures 
highlight the fact that, over the past 4 years, there has been a drop 
of 16,000 patients in the state mental hospital census of this country. 
Mr. Chairman, this is twice the current mental hospital population 
of the State of Tennessee. Furthermore, preliminary figures indicate 
that reductions in mental patients hospitalized during the fifth year 
of the drug revolution will a even higher. 

_Parenthetically, I might say that those who accused me of sensa- 
tionalism in 1955 and who threatened to excommunicate me have sent 
me no letters of apology in 1960. I presume they are too busy using 
the drugs to write letters. 

During the 5-year period under discussion, as I toured the country 
and examined the application of these new drugs, I heard an increas- 
ing volley of complaints about the manner in which the drug industry 
was handling the sale of these drugs. I would like to list for this 
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committee some of the major complaints which I heard time and time 
again, most of which I reported to the Senate Appropriations Com- 
ae in May 1958, and which have filled many folders in my file 
cabinet. 


HIGH PRICE OF DRUGS 


I have heard innumerable complaints on this score from State 
mental health commissioners, State hospital superintendents, and 
pee in private practice over the past 5 years. 


n May 1958, I had the following to say to the Senate Appropria- 
tions Committee: 


As you know, psychiatric drug sales to State governments, to the Veterans’ 
Administration, and to the U.S. Public Health Service are very substantial, 
They run into millions of dollars. Like the Salk vaccine, they are sold on a 
bidding basis. 

In my tours around the country, I have encountered increasing complaints 
from State mental health officials on the continued high price of these drugs, 
particularly the phenothiazine derivatives, the ones that we talked about yester. 
day, the high-potency drugs. Several of these officials suggested that there 
should be an investigation. 

As a former journalist who covered Federal and State courts in my day, I 
know the difference between an allegation and a finding. However, I think it 
only fair to the drug industry that there be an investigation. 

If these charges are without substance, the drug industry should be cleared. 
If there is a basis to them, then this is a very serious business. This is again 
continuing the quote from the testimony before the Senate Appropriations Con- 
mittee. 

Frankly, my only interest in the whole matter is the mental patient, and I 
have been bothered these last several years by the expressed comment of mental 
hospital superintendents that they hoped the price of these drugs could be re 
duced so that they could be made available to thousands of patients not getting 
them now. 


It is only fair to state that there have been some price reductions over the 
past several years— 


I was talking then in May, 1958— 


but obviously not enough to satisfy mental health officials. Furthermore, there 
is another point which bothers me. At several general practice seminars which 
I have attended recently, a number of general practitioners came to me and 
asked why the over-the-counter price of these drugs was so many times higher 
than the price paid by State mental hospitals— 


Three times higher, six times higher. 


They were fully aware of the reductions possible through bulk buying, but 
they argued that this didn’t begin to account for the enormous discrepancy be 
tween the price paid by the State mental hospital and the price paid in the 
drugstore. This, too, is a very serious matter because it directly involves the 
mental patient who has received the drugs in a mental hospital but then finds 
it financially impossible to purchase the maintenance dosages of the drug he 


needs after his discharge. 

That concludes that point, and it is the very point that was made 
in the questioning yesterday by Senator Hart. 

I am aware that officials of the drug companies point out there 
have been a number of reductions over the past 5 years in the bulk 
price of drugs sold to State mental hospital systems. 

Mr. Munns made this point yesterday in discussing the price of 
Thorazine from 1955 through 1959. 
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I would like to point out to the committee that these reductions did 
not result from concern for the mental patient, although there might 
be an accidental side effect in that area—they came as an inevitable 
result of the bidding process. 

Let me give you an example of this. When New York State de- 
cides to buy a certain quantity of phenothiazine drugs, it asks for 
sealed bids from the various companies. On a specified day, the bids 
are made public. Each drug comany then knows the lowest bid. 
The next time bids are requested, the drug companies naturally drop 
their prices to meet or undercut this low bid. 

However, the drug companies are not forced into competitive bid- 
ding in sales to the corner drugstores. They can keep the prices as 
high as the traffic will bear, and I submit that they have. Yester- 
day’s testimony by Mr. Munns that the price of Thorazine, 50 tablets 
of Thorazine at 50 milligrams a tablet, had remained constant over 
a 8-year period, despite increased production, is most peculiar to me. 
To my knowledge, there has been no significant reduction in the price 
of tranquilizing drugs sold by prescription at the corner drugstore. 

Mr. Chairman, the high price of tranquilizing drugs at the corner 
drugstore has a disastrous effect upon thousands upon thousands of 
mental patients. 

It is estimated that more than 250,000 patients received these drugs 
free of charge in tax-supported mental hospitals during 1958; State 
mental hospitals. I am not including the VA figure there. It is also 
estimated that approximately one-half of these 250,000 patients were 
discharged and returned to their homes during 1958. 

Most of these patients have to continue on maintenance dosages of 
the tranquilizing drugs. When a patient on a tranquilizing drug 
leaves the hospital, he is usually given a prescription for a 30-day 
supp'y of said drug. In a few cases he is given the drug itself, but 
in most cases, as I understand it from talking to most of the mental 
health commissioners in the country, he is given a prescription. This 
omer then goes to the drugstore and finds that this drug will cost 

im, at a conservative estimate, from $10 to $15 a month, and my 
figures are low. I think that in many cases they are higher than $15 
a month, from talking recently to several officials. I find that a more 
fair estimate of the cost to the individual patient is $3 to $5 per week, 
$3 to $5 per week for outpatient purchase of these drugs, but I want 
to be conservative about this. ; 

Mr. Chairman, $10 to $15 is a minuscule sum in the swollen profit 
ledgers of the pharmaceutical houses of America. I think there can 
be no other conclusion yesterday as a result of Mr. Munn’s testimony 
than that there is a slight swelling in that area. However, it is a 
very sizable sum to an insecure mental patient who is engaged in the 
terrible struggle to return to sanity and to a productive life. 

Mr. Chairman, with a full realization of the seriousness of this 
charge, I accuse the pharmaceutical industry of America of con- 
tributing to the return of thousands of mental patients to mental 
hospitals because of the high price of the tranquilizing drugs. For 
the past 5 years, all of us in the mental health field have been delighted 
by the steady increase in discharges from State mental hospitals and 
from Veterans’ Administration hospitals. However, we have been 
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alarmed by the concomitant rise in readmissions or returns to mental 
hospitals, which continued through 1959. In fact, Senator Bridges, 
at the 1958 Senate Appropriations Committee hearings, raised this 
very point about the necessity for continued maintenance dosages of 
drugs after a patient has been released from the hospital in order 
to hold him in the community. 

In my talks, Mr. Chairman, I might say parenthetically, with State 
mental health commissioners and with the bulk of the 46 State Gov- 
ernors who are members of our committee, their greatest concern to- 
day is how do we get these drugs to the patient who is discharged and 
in his community. How do we keep him at home? How do we solve 
this burning problem? I think it is more of a problem than any 
other I know of right now in the field of psychiatry. 

Mr. Chairman, the second point I raise is excessive promotion of 
the drugs. 

Since this committee has already received considerable testimony 
as to the excessive promotional practices of the drug houses, I will 
not belabor this point too much. 

Over the course of a year, I attend many psychiatric conventions; 
sometimes, I think, toomany. At these conventions, I find it difficult 
to walk 5 feet without meeting a drug detail man. I also find it diffi- 
cult to pay a check in a restaurant or in a bar. I have succeeded in 
paying my own checks at these conventions only by making what 
amounts to a public scene on each occasion it has happened. 

At a recent psychiatric convention, one of the drug houses threw 
an elaborate cocktail and dinner party replete with martinis, thick 
steaks, and other comestibles and potables not found in the daily diet 
of most mental patients. A midwestern mental health commissioner, 
looking over this scene of Roman splendor, remarked sharply to me: 

I wish to God they would divert the thousands of dollars which this party costs 
to the reduction of the price of drugs. If they did so, I might be able to get 
a couple of hundred more mental patients home this coming year. 

I don’t want to go into too much discussion of the nauseating two- 
page color ads which fill every medical journal in the country. You 
know the type of ad I mean—one day you are shaky and jittery, and 
the next day you are calm and happy, floating around in a sailboat 
on a beautiful blue lake. (The blue is very blue, and it costs a lot 
of extra advertising money.) 

There are many so-called medical publications in this country today 
which are almost solely supported by drug advertising money. There 
are objective medical news weeklies solely supported by drug-com- 
pany money. I could list them ad nauseum. 

Senator Keravuver. Do you have a list there that you want to put 
in the record ? 

Mr. Gorman. Well, there is Scope, which is published by Upjohn. 
We have Medical News, which is published by Ciba. We have all 
these drug research reports, pink sheets, green sheets, blue sheets, 
white sheets, all of which are supported by the drug companies or 
that are mostly supported by drug companies. And then the big 
thing is that the bulk of the income of most of these medical publica- 
tions—and_ I speak as one who has been a science writer for many 
years—is from medical] advertising, and tranquilizer advertising 1s 
the bulk of present medical advertising. 
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It is fat; it is beautiful; and it is very, very expensive. It annoys 
me. I find it very difficult to read. I have a somewhat sensitive 
stomach, and I don’t look at most of the ads any more, and I find 
my tranquillity in other areas than by reading these nauseating ads. 

These news weeklies print objective attacks on the Forand bill, 
on the level of medica] research supported by the Congress, et cetera. 

There are even objective health sedimnenicns foundations and health 
news institutes supported by the drug companies. 

There are many other questionable practices, too lengthy in number 
to detail here. Some of the drug firms pay annual consultant fees to 
doctors who are also conducting impartial evaluations of the tran- 
quilizing drugs. 

* I speak with clear conviction about this problem, and with docu- 
mentation. A few months ago just such a case was uncovered right 
here at the District of Columbia General Hospital. 

Then we all know how doctors like to travel, and how expensive 
traveling is. However, if it is an expensive trip and it has something 
remotely to do with drugs, there are usually ways and means of 
financing such a scientific trip. 

If I might make a suggestion to this committee, it might be within 
its purview to ask some of the drug companies’ officials next week 
how many trips they have financed for some of these doctors who 
evaluate drugs, and where these doctors have gone; whether they have 
gone just to Hoboken or whether they have gone to Geneva and to 

aris and to other places. I think that the committee might adduce 
some very interesting information. 

Senator Kerauver. Mr. Gorman, I am sure you have documentation 


for what you are ae about. I don’t think you would want this 


discussion to apply to the medical profession as a whole, but to the 
selected few that you are speaking of. 

Mr. Gorman. It would be a very small number, Mr. Chairman, a 
very small number. 

enator Keravuver. A very small percentage ? 

Mr. Gorman. I would think it might be one-thousandth of 1 per- 
cent of the medical profession. 

Senator Krerauver. Because the AMA and other doctors we hear 
from are very much concerned about the economic welfare of their 
patients. 

Mr. Gorman. Yes. 

Senator Keravuver. In connection with the price they are required 
to py for drugs. 

r. Gorman. I would say, Mr. Chairman, that the AMA itself is 
very annoyed at these promotional practices, and it is opposed to some 
of them. In the next paragraph I say it has become so flagrant 
that it annoys the AMA. 

All this promotion has become so flagrant that it has even annoyed 
the American Medical Association, and that is going some. 

At the 1957 convention of the American Medical Association, Dr. 
Harry F. Dowling, chairman of the AMA’s section on experimental 
medicine, had this to say of some of the selling methods used by the 
ethical pharmaceutical houses: 


Within recent years the drug industry has discovered that the techniques that 
had been used so successfully in the advertising of soaps and toothpaste and 
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of cigarettes, automobiles, and whisky could be used successfully to advertise 
drugs to doctors. Advertising to doctors has become flamboyant. * * * Advertis- 
ing has become incessant. * * * Advertising is, without question, confusing. 

That is a direct quote from Dr. Dowling who has a very responsible 
—" as chairman of the section on experimental medicine of the 

MA. 

I might say, Mr. Chairman, that 99 percent of the doctors I talked 
to are deeply disturbed by these excessive promotional practices. 

They do not do it, and they decline trips. They are worried about 
the few of their brethren who are evaluating the drugs and who at 
the same time make some of these trips. So, I want it made clear that 
I am restricting this mainly to a small group of doctors who are en- 
gaged in drug evaluation work and who, I think, ought to be a little 
more careful about where they take some of their funds, a little more 
careful and a little more discreet. 

The third point I make, Mr. Chairman, is making drugs obsolete. 

I am aware that this committee has received some evidence of the 
fantastic flood of drugs which has hit the market in the past decade 
or so. In 1958 alone, 370 new drug products were marketed to cover 
everything from the 1-day cold to the 7-year itch. 

One of the most respected physicians in this country, Dr. Claude E. 
Forkner, professor of sindedL-asetisins at Cornell University Medical 
College, complained in an article in 1958 in the New England Journal 
of Medicine that there were already far too many versions of standard 
drugs. As examples, he cited the more than 200 sulfa drugs, more 
than 200 antispasmodics, 130 antihistamine preparations, 100 antacid 
compounds, 270 antibiotic preparations, the 300 preparations to in- 
crease red-cell count, the 450 vitamin preparations, and so on. 

Today, 
he wrote in 1958— 


many thousands of useless drug and vitamin preparations exist, thousands being 
duplicates under misleading names. * * * Exploitation of the public by the ex- 
istence of such a situation constitutes an important item in the high cost of 
medical care. 

Mr. Chairman, I want to make an abject confession to this commit- 
tee. I do not know how many phenothiazine derivatives are on the 
market today. I have queried psychiatrists in the drug research field 
and I get various answers—12, 15, 20, et cetera. 

If you include all the sizes and shapes of capsules, you get 70, which 
was the figure mentioned yesterday, 70 different pills. There are blue 
er and there are green pills and they come in all shapes, including 

cart-shaped. 


Ladies’ hat styles change every year, but drug fashions change much 
more rapidly. Here is how an excellent science writer, Richard Car- 
ter, describes the situation in his book, “The Doctor Business” : 

I — from him about this increasing obsolescence; every 6 months 


you bring out new drugs and you have two-page color ads and it is 
really disturbing to me to read and find out all these things. 


The more hectic pharmaceutical companies are remarkably like the manufac- 
turers of ladies’ dresses and automobiles. To keep the sales curve in attractive 
upthrust, they feel the need to bring out new models every season. * * * If the 
new model is actually a new drug, it gets a tremendous promotional sendoff, 
often before anyone knows whether it is good. But, since new drugs are hard 
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to come by, the seasonal ballyhoo is most often concentrated on what the trade 
calls new dosage forms, which are new packages containing old drugs with 
new flavors or possibly in ingenious new combinations with each other. The 
alacrity with which the profession prescribes the fancy new models has become 
a source of great satisfaction to the industry, but not to physicians with an 
expert knowledge of pharmacology. 

How can you tell them apart without a score card? Testifying in 
1958 before the Senate Appropriations Committee, I had this to say 
about the fashion trends in tranquilizing drugs: 

For example, the drug industry argues that it is producing an enormous 
number of compounds useful against mental illness, but is it not true that many 
of these compounds are little different than their predecessors, and that most of 
them are designed for the neurotic who can pay for them? 

How about the 4 million mental defectives in this country? They are not 
much of a commercial market, but should we not be interested in the develop- 
ment of compounds which may be effective in various kinds of mental defi- 
ciencies? 

The inflated industry research figure about which I am bothered 
and about which most of the people whom I know or who have 
watched this over the last 5 years are exceedingly bothered: I again 
have a confession to make to this committee. I cannot give it a 
documented figure on how much the pharmaceutical industry spends 
on research. However, the research figure does follow a peculiar 
version of Parkinson’s law; each time a new public relations outfit 
ishired by the industry, the research figure automatically goes up. 

In 1956, the pharmaceutical industry claimed it was spending $100 
million on research, but this figure was not even accepted by one of 
the pharmaceutical industry’s most vocal apologists, Mr. Chet Shaw, 
who runs something called the Health News Institute which, coin- 
cidentally, is largely supported by the drug companies. 

In 1956, in a moment of untranquilized anxiety, Mr. Shaw told the 
American Drug Manufacturers convention that— 


We've done a lot of talking about an estimated $100 million, but we would 
be hard put to document it. What if someone questioned it—someone whose 
voice we couldn’t afford to ignore? 

That is the interesting question from Mr. Shaw. 
_ Since 1956, a number of new public relations firms have been hired, 
including a special one to protect the industry against this committee. 
That is Hill & Knowlton, I believe. That is one of them, but I 
believe there is another one that is also out to protect the industry 
against this committee, and I won’t comment on that, but there are 
an awful lot of public relations firms out protecting industry. I think 
there are public relations firms now protecting public relations firms 
against public relations firms. 

Following Parkinson’s law, the research figure is now $190 million. 
That is, with the addition of these new public relations firms. 

I raise this question after talking with medical people over the last 
I years, and I raise it very carefully. 

ow much of this is honest-to-goodness test-tube research, and how 

much of it is support of drug evaluations designed to prove that pill 
A (the pink one) is infinitely superior to pill B (the blue one) ? 

During the past several years, scores of articles have appeared in 
medical publications questioning the validity of some of these so- 
called scientific drug evaluations. 
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An article in Lancet, the most distinguished English medical jour- 
nal, recently described most of these drug research reports as inspired 
articles, and it characterized the so-called research effort underlying 
them as insidious. 


Epic advances— 
the Lancet article reported— 


are claimed and described in extravagant terms after tests involving a small 
series of cases which were badly or wholly uncontrolled and inadequately 
followed up. 

Whether the new wonder drug is efficacious or not, or whether authority 
eventually condemns it, is immaterial: the result of such publications (a quick 
burst of orders) is no doubt satisfactory to the manufacturers. 


Mr. Chairman, I also have a number of other questions about the 
pharmaceutical industry research figure. For example, how much 
of this figure is for research on whether people like blue or pink pills! 
How much of it is for research on what shape pill appeals to the 
American esophagus ? 

But for 1 minute let us grant the accuracy of the $190 million 
figure. If you add up all the industry research claims since 1945, 
you get close to a billion dollars in pharmaceutical research. 

And that gets us back to the old question that was asked of the 
Texan—lI am glad there are no Texans on the committee today: “If 
you’re so rich, how come you’re not smart ?” 

In 1954, Dr. Kenneth Appel, then president of the American Psychi- 
atric Association, testified before a Senate Appropriations Subcom- 
mittee on support for psychiatric research. In answer to a question 
from Senator Edward Thye, of Minnesota, who was then the chairman 
of that subcommittee, Dr. Appel said that— 


not one of the modern methods being used in psychiatry has been discovered in 
this country. 


Dr. Appel then listed for the committee the major psychiatric re- 
search discoveries of the last 50 years made in Austria, Portugal, 
Italy, and France. 

Senator Thye, astounded, had this to say : 

Here, with all our vast brains which have shown that they can produce and 
invent in industry, we have not channeled these brains into this great problem 
of mental disease. 

As far back as 1955, we were pleading with the Congress to set up 
a psychopharmacology research center to develop basic knowledge 
about the new drugs. Testifying on May 17, 1955, I called for a— 
precise study in depth of the physiological results of these drugs upon various 
types of mental illness. We have only a scattering of technical information on 
these new drugs, and most of this information is not centrally coordinated 
and readily available. 

For example, we know some of the clinical results of these drugs, but little 
about how these drugs work in the human metabolism. What effects do these > 
drugs have upon the hormones? 

What part or parts of the brain do they influence, and how? 

I was supported in my testimony by Dr. Henry Brill, assistant 
commissioner of the Department of Mental Hygiene of the State of f 
New York, and one of the Nation’s outstanding authorities on drugs. 
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Dr. Brill told the committee: 


We have been using insulin since 1935 and electric shock since 1940. We 
have been using lobotomy quite extensively now since 1942 or 1943, and these 
facts, the type of material, the type of question I have just raised about the 
new drugs have also been raised about these methods of treatment, and we do 
not have fixed answers. Probably, in part, because of a lack of a well-organized, 
well-controlled, broad-scale evaluation program * * * . We have a fairly well- 
defined question to be answered now which we did not have in psychiatry be- 
fore, and this seems to be an excellent method for answering it without further 
loss of time— 
that is, to develop a broad research program. 

The final sentence from Dr. Brill’s statement: 


We are losing a great many valuable lives as the years go on. 


Despite the enormous research carried on by the pharmaceutical in- 
dustry, today we still do not have the answers to some of the basic 
research questions raised by Dr. Brill, by Dr. Nathan Kline, and my- 
self in 1955. 

However, we do know that the American housewife prefers a blue 
pill to a green one, and God only knows why. 

In order to obtain some of these research answers, I went before 
the House Appropriations Committee in February 1958 and requested 
it to authorize a modest contract program with the pharmaceutical 
industry to develop better research techniques and more effective drugs 
in the field of sevehiakiy. 

I proposed that the Psychopharmacology Service Center should— 
enter into contracts with the pharmaceutical industry and research centers for 
the screening and production of drugs specifically tailored for certain types of 
mental illness. For example, mental retardation, alcoholism, and aging are all 
relatively neglected areas of psychiatric research. Shouldn’t it be possible for 


the center to contract for the screening and development of drugs pinpointed 
in these areas? 


_ The House Appropriations Committee saw considerable validity 
in my proposal. In its official report to the Congress, it criticized 
the National Institute of Mental Health and the pharmaceutical in- 
dustry for not developing a stronger and more effective cooperative 
program in psychopharmacology. 

_ With the issuance of the House report—and I think this is very 
important and this is really the burden of my testimony—the pharma- 
ceutical industry let loose an incredible barrage of invective against 
the Congress, the National Institutes of Health, and against the many 
outstanding doctors who proposed increased medical research by the 
Federal Government. 

These doctors include Dr. Paul Dudley White, President Eisen- 
hower’s doctor; Dr. Isadore Ravdin, who participated in the ileitis 
operation of our distinguished President; Dr. Sidney Farber, an au- 
thority on cancer—these are some of the people criticized by the phar- 
maceutical industry for asking for more research to save human lives. 

Mr. Francis C. Brown, who testified, as I understand it, before this 
committee, then president of the American Pharmaceutical Manu- 

acturers Association, delivered a speech at that time which hit a new 
igh in arrogance and contempt for the Congress and for the demo- 
cratically determined processes of our Government. In fact, Mr. 
rown went much further than Marie Antoinette, and he still has 
his head and his profits, too. 
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Mr. Brown accused the Congress of forcing excessive medical re- 
search moneys on the Nationa] Institutes of Health and mandating 
“unwise,” and I quote Mr. Brown—he used the word “unwise”—re- 
search programs. He criticized National Institutes of Health officials 
for reporting, during budget hearings, on clinical experience with 
various drugs. 

And these NIH officials must report these clinical experiments; they 
are supported by the Congress and they were asked questions by the 
Congress and they must report these things. 

Mr. Brown thought this was not wise to do. He berated the Con- 
gress for accepting the scientific evaluations of the Institutes, and he 
caustically remarked that medical research was now supported by 
the Congress because it was fashionable and politically attractive. 

Mr. Brown tipped his hand by reserving his most bitter blasts for 
the cooperative Government-industry effort to develop more effective 
compounds against cancer. 

He said this program was an inherent threat to the patents of in- 
dustry and that is the sacred word—“patents.” If you wake up a 
pharmaceutical man in the middle of the night and yell the word 
‘patents,” no drug will ever tranquilize him again. 

Senator Keravuver. Mr. Brown is the former president ? 

Mr. Gorman. I said then president, Dr. Austin Smith is now the 
president of the Pharmaceutical Manufacturers. 

Senator Kerauver. When did Dr. Smith succeed Mr. Brown as 
president ? 

Mr. Gorman. I think, when I quoted him, this was in 1958. Mr, 
Brown was then the president. Dr. Smith had just taken over in 
1959. 

Senator Kreravver. Is this the same Brown who is now president of 
Schering ? 

Mr. Gorman. The same one, sir, and he is still president of Schering, 
and he still has some stock in it— 
and he charged that industry’s anxiety about this program was born mainly 
of apprehension of congressional criticism. 

A few weeks later, another spokesman for the pharmaceutical in- 
dustry delivered the most vicious and freewheeling attack on the 
medical research programs of the Federal Government that I have 
ever read. 

Mr. Karl Bambach, who has some sort of fancy title but is actually 
the Washington lobbyist for the pharmaceutical industry, blasted 
everything except motherhood and the American flag. 

He attacked the congressional action in providing the small sum of 
$55 million in Federal funds for the distribution of the Salk vaccine 
because— 
the final legislation prohibited a so-called means test intended to restrict charity 
of this kind only to the poor. 

Senator Keravuver. Where was that said ? ?’ 

Mr. Gorman. At Rutgers University, and I can supply the commit 
tee a copy of that speech; Rutgers University, May 1958. 

Senator Kreravuver. I think some time, probably not this morning, 
we may want to get you back to go over some of the documentation 
that you may have, Mr. Gorman. 
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Mr. Gorman. I will be delighted, because that is one of my favorite 

ches. 

Senator Kerauver. We would like to have a copy of it. 

Mr. Gorman. I would be glad to supply that, Mr. Chairman, for 
the committee. 

Senator Keravuver. We will make that exhibit 105 for the record. 

(Exhibit No. 105 may be found on p. 9497.) 

Mr. Gorman. Let me quote you one gem from Mr. Bambach which 
makes Marie Antoinette seem like a Socialist : 

To summarize, when Congress wishes it can direct the purchase and disposal 
of all, or most, of the supply of a vitally-needed drug. * * * Such actions may 
represent socialization in the most objectionable and most dangerous sense. 

I think that is so irresponsible. Congress has never taken over one 
drug company, and it has never ordered a drug company to produce 
asingle drug. I beg of the pharmaceutical industry, and I have many 
friends in the pharmaceutical industry, that when it makes charges 
like this that it be most careful, that it be most careful as to what 
the Congress intends. The Congress has never at any point, with 
any pharmaceutical, ever in any way suggested that it take over the 
pharmaceutical or do anything about it. It merely supplied $55 


million for the distribution of the Salk vaccine through absolutely 
routine channels. 


Mr. Bambach says: 


The safest way to administer drugs is under the direction of the private 
physician; mass immunization programs in schools and other public places 
encourage transmission of infections from one individual to another. 

Mr, Chairman, I have talked to scores of America’s leading virol- 
ogists and I have been unable to obtain any scientific evidence to cor- 
roborate Mr. Bambach’s irresponsible charge that school immunization 
programs with the Salk vaccine against polio produce mass infections. 

It is a terribly irresponsible statement, actually a very cruel state- 
ment. 

I submit that the Federal Government was derelict in the handling 
of the Salk vaccine. If it had followed its true obligation to the 
children of this country, it would have provided the vaccine to every 
child. If we had emulated the example of Canada, which provided 
the vaccine to all children irrespective of race, creed, or economic 
status, thousands of children would not be paralyzed today. . 

So instead of mass infections, I think we have to worry a little bit 
about Salk vaccine availability, and there are some 20 million children 
today who still have not received the Salk vaccine. I am very worried 
about that. I have two children. I am not worried about an abso- 
lutely specious charge made without any scientific evidence that a 
school immunization program of Salk shots produced mass infection. 
This is a little bit worse than Marie Antoinette. 

Time does not permit a discussion of the other rocks which Mr. 
Bambach hurled at the Food and Drug Administration for its certi- 
fication of antibiotic manufacture. He objects to that. He doesn’t 
want the Federal Government to certify any batches of antibiotics 
for the protection of the consumer. He also criticized the Pan Ameri- 
can Sanitary Bureau and the World Health Organization for their 
excellent drug regulatory studies, and so on. 
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Five days after Mr. Bambach’s tirade, I testified before the Senate 
Appropriations Committee. I submit to the Chairman that my 
Irish hormones were a little up when I testified that day. 

I pointed out to the members of that committee that the coopera- 
tive cancer chemotherapy program, a joint endeavor of the National 
Institutes of Health, the Veterans’ Administration, the Atomic En- 
ergy Commission, and industry is the greatest single effort in medical 
history to achieve compounds effective against a disease which has 
plagued mankind since 4000 B.C. 

I noted that cancer eventually strikes two out of every three fami- 
lies, and that unless new compounds are developed to arrest its deadly 
course, it will kill 26 million Americans now alive. 

I might say, Mr. Chairman, something I never mentioned before, 
I do not know why I feel behooved to mention it now. Two weeks 
after I testified, my wife, aged 39, died of cancer, leaving me with 
two young children. She succumbed after a 3-year bout with cancer, 
I have never mentioned this before, but I feel moved sometimes in the 
light of these blasts to mention the futility of our present effort 
against cancer, which kills 250,000 Americans each year. We can talk 
aes statistics, and so forth, Mr. Chairman, but this is a terrible 
killer. Excuse me for that personal reference. 

To continue the quote, referring to the structure of this magnificient 
anticancer effort, I had this to say: 

What are the facts about the cancer chemotherapy program? As this com- 
mittee well knows, the National Cancer Chemotherapy Service Center has 
awarded contracts, upon the advice of the most distinguished cancer specialists 
in this country, to any university, medical school, or industry willing either to 
screen potential anticancer agents or evaluate existing chemical compounds. 

It is a completely voluntary program in the sense that any industry which 


does not choose to apply for a Government contract has no compulsion what- 
soever to do so. 


However, a great number of the large pharmaceutical houses in this country 
have democratically negotiated ang accepted contracts under this program. 
Conversely, some drug companies have decided— 


of their own free will and for their own reasons— 
not to participate. 
And there is no compulsion. 


As to the patent issue, it has been under negotiation between Government and 
industrial representatives for almost 2 years. 

As you know, Senator, the Department of Health, Education, and Welfare 
has a Patent Policy Committee, I think, chaired by Miss Mary Switzer. They 


have met a number of times with industry in an attempt to resolve the tech: 
nical differences. 


Some of us regard this 2-year negotiation as a tragic delay, but we have 
enough faith in the democratic processes and in the good will of industry to 
hope that it will soon be resolved. 

The patent issue was finally resolved; that is, they did negotiate an 
agreement between industry and the Government that if industry 
found a patent, a drug effective against cancer, that it would have 
most of its patent rights protected. 

Both House and Senate committees, Mr. Chairman, have recently 
criticized this patent agreement as much too favorable to industry, 
and really not in the Government interest. I tend to agree with them 
on that, because the only power that the Government has—suppose 
we found an agent effective against cancer, which is a terrible disease 
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that kills 260,000 Americans a year. The Government could only 
come in if it demonstrated very carefully in legal fashion an emer- 
gency shortage of supply of that drug, and then at that point the 
industry would have a chance to appeal, I think, for a period of 90 
days. They would be permitted extensive litigation in which the 
Government would bear the onus to prove that this drug was in 
short supply. 

I think somehow that the Government in this prolonged 3-year 
negotiation did not fully protect the American people in the develop- 
ment of this patent situation. Now, this is a personal feeling I have 
that is shared by most of us in this field, but I do not know whether 
itis within the purview of this committee. 

Senator Keravuver. Isn’t it also true that when the short period 
of supply of the drug is over, then the holder of the patent reverts 
to full manufacture; that is, if he can supply the country adequately ? 

Mr. Gorman. Yes, if he can supply the country adequately, and if 
there is not a demonstrable shortage, he holds full title to that patent 
at any point, and the onus is on the Goevrnment to prove that a 
shortage exists. 

The burden is on the Surgeon General to prove a demonstrable 
shortage of this particular drug. This would happen very rarely 
because the drug company which had the initial patent could imme- 
diately, by cross-licensing, which is usually done, immediately supply 
it to 10 or 15 companies on the same royalty basis; take the example 
of the supplying of meprobamate, as Carter now does with Wyeth. 

There is no restriction against this being done, so it is remote that 


the Government would ever be able to come in, awfully remote. 

Senator Kerauver. You are referring to discoveries made by phar- 
maceutical houses using Government funds? 

Mr. Gorman. Yes, sir. This would be under the cancer industrial 
contract program, Senator. If, let us say, under this program 
Charles Pfizer, which is in the program, discovered an effective anti- 
cancer agent, it would —— it, use it, and if it could supply fully 

t 


what the Government thought was the supply needed for the Amer- 
ican people, the Government would not move in. If it cross-licensed 
additional manufacturers and met the supply in that way, the Govern- 
ment could not move in. 

If, however, it failed to supply the full amount, then the Surgeon 
General could say, “I think there is a shortage.” Then there must be a 
90-day waiting period and hearing, which is practically a full judicial 
litigation, with right of appeal by the companies. But the Govern- 
ment has the burden to prove a shortage of an effective medication, 

Mr. Drxon. This is an important point, Mr. Gorman, because it 
would mean that the company that could discover such an agent could 
establish any price on it that it wanted to establish. 

Mr. Gorman. Yes, Mr. Dixon. I think there is no restriction on the 
price of this anticancer agent. The patent policies includes no restric- 
tion whatsoever. It would establish it in the commercial market. I 
think there is not enough protection, and I hope if we get into this 
contract program in the field of mental illness, that the consumer and 
the Government have a little more protection in providing effective 
agents to people. I want more protection in this area. 
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Finally, Mr. Chairman, I told the Senate committee in 1958 that 
the strident speeches of the leaders of the pharmaceutical industry in- 
dicated that they would engage in a sitdown strike against any further 
drug development contracts in any field other than cancer. As the 
president of one of the largest pharmaceutical houses in the country 
told me, and I am delighted to quote him: 


We were caught off guard on this cancer thing. Several companies like Pfizer 
jumped in and grabbed contracts. 


Pfizer is regarded as a maverick in the field, like most of us regard 
Texas—continuing the quotation : 


The rest of us had to take contracts because we couldn’t justify a refusal of 
Government money to our stockholders. But we are drawing the line now. 


Senator Kerauver. Whois that ? 

Mr. Gorman. The gentleman who said this? 
Senator Kreravuver. Yes. 

Mr. Gorman. For the record ? 

Senator Krerauver. Yes. 


Mr. Gorman. Mr. Francis Boyer, president of Smith Kline & 
French, now chairman of the board. 


In concluding my testimony to the Senate committee, I had this to 
say : 


Some of us who are testifying today have carried the battle for use of the 
tranquilizing drugs for 5 years in the face of very bitter resistance. 

We have done so not because we are interested in the profits or the patents 
of the drug houses, but because we are interested in human life. 

I plead guilty in being for human life. 

In a sense, we have protected the right of the pharmaceutical industry to use 
to the fullest its psychiatric drugs. 

But there comes a time when the lines must be drawn. We are not, any of 
us, against the present free enterprise system in which pharmaceutical firms 
indulge in healthy competition for better products; that is, if the competition is 
healthy. 

Although no major psychiatric research discovery has been made in America 
during the past 50 years, we are proud of the role of our pharmaceutical in- 
dustry in perfecting and marketing the tranquilizing and other drugs. But we 
say this to Mr. Brown—— 


Senator Krravver. Mr. Brown of Schering? 
Mr. Gorman. Yes, sir, the same gentleman. 


But we say this to Mr. Brown, and to the vocal minority of the pharmaceutical 
industry which criticizes the Congress and the people for requesting an acceler- 
ated fight against disease: 

You are not an island apart. Your patents are not more precious than human 
life itself. You have tremendous laboratory and scientific resources. All we are 
asking you to do is to unite in the common fight against disease. 

In the biblical sense, all of us must tithe, and industry must tithe, too. 

It is therefore our fervent hope that this committee— 


and I was talking then about the Senate Appropriations Committee— 


will allocate the sum of $5 million for this psychoparmacology drug contract pro 
gram and that it will include the necessary enabling language in the bill which 
it reports to the floor. 

Mr. Chairman, I am happy to report that the Congress followed 
our advice and adopted enativag language authorizing contracts with 
industry for research and development in the psychiatric drug field. 

By the same token, I must state to this committee that the pharma- 
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eeutical industry has collectively thumbed its nose at the expressed 
intent of the Congress and the American people in this area. 

To the best of my knowledge, there have been only two contracts ne- 
gotiated with industry for psychiatric drug research and development 
since 1958. Only one large pharmaceutical house—Schering—has 
taken a small contract of $30,000 for a study of the effect of the drugs 
upon humans. A smaller drug house—Riker—has a $45,000 contract 
for animal] studies in relation to the drugs. 

There are one or two others that are really nonindustrial contracts, 
one to Regis Laboratory for a small amount. I have the data here. 

Mr. Chairman, the cancer chemotherapy program I talked about, 
which is an industry-Government cooperative program in the area of 
cancer, is somewhere in the neighborhood of $15 million to $20 million 
ayear. That is its current level with all parties participating. 

The analogous program in psycopharmacology—and mental illness 
fills more than 50 percent of the hospital beds in this country—is at a 
level of less than $100,000 a year at the present time. 

May I express a little mystification at the lack of industrial appli- 
cations in the psychiatric area? In November 1958, I lunched in 
New York City with some of the leaders of the pharmaceutical in- 
dustry. I was assured that a reasonably large number of contract 
applications would be forthcoming. I am still waiting. 

or example, Mr. John T. Connor, the glib and articulate spokes- 
man for the nondinosaur wing of the pharmaceutical industry, assured 
me that the company of which he is president—Merck—would make 
an application on the order of $150,000. 

Talso had information that Ciba was negotiating with the Psycho- 
pharmacology Service Center for a rather sizable drug contract. 

But there have been no big applications, and all we hear is a lot of 
excuses. Several of the companies have complained to me that they 
wanted to get into the program, but that they were internationally 
controlled and the big brass in Switzerland was against any involve- 
ment. I think this committee ought to look very carefully into the 
manner in which this international hanky-panky is conducted. 

_ At this point, to substantiate the statement I made here, may I 
just read from a bit of correspondence with Mr. John T. Connor about 
this contract with the Merck Co? 

Senator Keravuver. Is it such a communication that you could not 
put it in the record ? 


‘ Mr. Gorman. I could, if I could just read a couple of paragraphs 
rom it. 

Senator Keravuver. Put the whole thing in the record. 

Mr.Gorman. Allright. There are three letters here. 

Senator Keravuver. If you want to read a paragraph, do so. 

Mr. Gorman. Let me summarize the essence of the correspondence. 

Senator Kerauver. Allright. It will be exhibit 106. 

Mr. Gorman. I would like to include the full thing in the record, if 
anyone wants to examine it. 

(Exhibit No. 106 may be found on p. 9502.) 

Mr. Gorman. I would like to say this, Senator Kefauver. In this 
the first letter I addressed to Mr. Connor, which is dated July 31, 
1958—TI think it is important to make this record clear—I say: 
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Since the executive board of Merck & Co. has agreed to accept a contract in 
the field of psychopharmacology, I think it is important that you get an ap- 
plication to the National Institute of Mental Health as soun as possible. 

It is also important that a representative group of leaders of the pharmaceu- 
tical industry arrange a meeting with officials of the Psychopharmacology 
Service Center— 


out at Bethesda— 


to work out a cooperative program. As you pointed out to me in a conversation 
we had here in Washington a few weeks back, the drug industry has been some. 
what negligent in presenting its point of view with relation to Government 
expenditures With the breaking of new ground in the psychopharmacology 
program, an opportunity is now offered to get in on the ground floor and help 
to guide the Government program. 

I sent a copy of that to Mr. Francis Boyer, the president of Smith 
Kline & French. 

Now, in the next letter, just to summarize it briefly, because this is 
the attitude of industry and this is something that we have talked 
to them about, we have had promises about contracts. Mr. Connor 
addresses me on August 26, 1958: 

DEAR Mr. GoRMAN: Upon my return from vacation yesterday I had the oppor- 
tunity of reading your July 31 letter, and I want to thank you for sending me 
the information enclosed with it. I know you will be pleased to know the 
leaders of the pharmaceutical industry will meet in Washington around the 
middle of September and, among other things, will discuss with the appropriate 
officials of the National Institutes of Health the ways and means of working 
out a cooperative program in the field of psychopharmacology. 

With respect to our company’s program with NIH— 


that is Merck— 


some of our research officials have already had discussions with NIH people to 
ascertain the best means of our participation in the NIH mental health program. 

Now, the last letter, the romance is over with the last letter. Novem- 
ber 21, 1958, he now addresses me as “Dear Mike”—more cordially. 
The first paragraph is just about some psychiatrist in his company 
who hasa high forehead. Then he says: 


I enjoyed our discussion very much— 


That was the long lunch we had in New York where the industry 
people were there and I confronted them with their lack of applica- 
tions. 


I enjoyed our discussion very much and think it was beneficial all around 
for us to get together to discuss these problems frankly. 

That is November 21, 1958. Now, I wait every day for a telephone 
call that will tell me that Merck has applied, and here it is January 
= 1960, and there is no application. I just introduce this as evi- 

ence. 

Senator Kerauver. How many were at this luncheon meeting? 

Mr. Gorman. There were about a half dozen presidents of the larg- 
est pharmaceutical houses in this country. 

enator Kerauver. Can you name them very briefly ? : 

Mr. Gorman. Mr. Francis Boyer, then president of Smith Kline & 
French, and now chairman of the board of Smith Kline & French; 
Mr. John T. Connor, president of Merck & Co.; former Governor 
of New Jersey, Alfred Driscoll, president, I believe, of Warner 
Chilcott; Mr. David Barney, president of Hoffman-Laroche—Smith 
Kline & French, Hoffman-Laroche, Merck, Warner Chilcott. If 1 
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think of any additional ones, I will supply them to the committee, 
but this is my existing memory of the thing. 

In conclusion, Mr. Chairman, may I offer a few suggestions for the 
alleviation of this really tragic situation ? 

1. First, and fundamentally, the pharmaceutical industry must be 
annexed to this country. I don’t think it has been, yet. In many 
respects, it is now a private feudal enterprise with a dinosaur-laden 
moat between its kingdom and the rest of the United States. 

Lest I be misunderstood, I am categorically for the right of the 
pharmaceutical industry to exist as a private enterprise. I cannot 
emphasize that too much. I don’t want the Government to run drug 
companies or to run druggists. I think that would be a mistake. 
However, if it is to continue as such, it must act in a deeply responsible 
manner—that is, the pharmaceutical industry—with regard to the 
welfare of the people of the United States. It is given a license to 
carry on its present activities by various Federal and State statutes. 
There must be serious consideration of revocation of these licenses 
when it acts against the public interest. 

2. The Food and Drug Administration must evaluate the clinical 
claims now made by the various pharmaceutical houses for individual 
drug preparations. It is not enough merely to determine that a drug 
is nontoxic, is therefore nonpoisonous, and therefore safe for human 
consumption. 

When the American people spend $2 billion annually for drug prep- 
arations and when the very health and life of people is at stake, I 
submit that the Food and Drug Administration has an obligation to 
test the validity of all drug claims, and I mean clinical testing in 


laboratories. At the present time, the Food and Drug Administration 
is operating on a criminally inadequate budget. It must receive the 
additional funds necessary to evaluate the flood of drugs which are 
pouring onto the public market each and every year. 

Senator Keravuver. I assume you feel a ave good people down 


at the Food and Drug Administration and they need to have enlarged 
authority, and certainly they need more money to do this work. 

Mr. Gorman. I think so, Senator Kefauver. I find they are ex- 
cellent people, but they say, “We don’t have enough people. We have 
not enough laboratories.” When the Salk vaccine first broke, does 
this committee realize that the Government was not evaluating? It 
was merely accepting the protocols from the manufacturers on the 
evaluation of the Salk vaccine, and the Cutter Laboratory scandal 
was the result of not having our own biological standard laboratory 
which has since been built on the ground of Bethesda as a result of 
eo action. 

e did not have the clinical laboratories to evaluate this drug on 
monkeys and others. 

In this area, when drug companies make claims and submit their 
claims to the Food and Drug Administration that one drug is superior 
to another and calms you and also makes you feel like a sailboat, I 
want somebody at Bethesda or the Food and Drug Administration 
toclinically evaluate these claims. 
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This will require a great deal of additional money. I am very 
grateful that the administration in its new budget—that Secretary 
Flemming has provided a 17-percent increase in the funds available to 
the Food and Drug Administration. 

This will provide for an additional 94 inspectors, But I think a lot 
of additional money will be needed for medical personnel, for bio. 
chemists, and for the many other medical personnel needed to evaluate 
the drugs. 

3. The Federal Trade Commission must do an analogous policing 
job on the excessive promotional practices of the drug industry. The 
American consumer today has little or no protection against the ex- 
travagant claims made for individual drugs. Furthermore, the busy 
doctor has little or no protection against these claims. 

He is obviously so very busy he has no chance to evaluate the ad- 
vertising and thier claims made for these drugs and he cannot do 
these personal evaluations. 

By the same token, the Federal Trade Commission’s budget must 
be upped considerably in order that it may carry out these additional 
tasks of policing up on these promotional and advertising excesses, 

4. The Department of Justice must play a more vigilant role in 
the ferreting out of any and all price-fixing arrangements. It 
must also watch more carefully the entire patent system of the 
pharmaceutical industry. Today the patent is the sacred god of the 
pharmaceutical manufacturer, and he uses every possible type of pres- 
sure to get an exclusive patent with which to guarantee himself a 
large commercial payoff. 

I think patents fall very much within the public purview. The 
patent game has become a real sleight-of-hand art. When the sale of 
one product goes down, you get a new patent and you have a new 
product. As Mr. John McKeen, the president of Pfizer, once told 
a group of Wall Street security analysts: 

From a profit point of view, the*only realistic solution to the decline in the 
price of penicillin lies in the development of new and exclusive antibiotic 
specialties. 

English translation: If the price of one antibiotic is down, change 
the color of it and make the antibiotic in a different size pill and you 
have got a new one and you make money. 

I think patents fall very much within the public purview. 

5. The Internal Revenue Service must take a much closer look at 
some of the legitimate business expenditures of the pharmaceutical 
industry. In the final analysis, the American consumer pays through 
the price of drugs at the corner drugstore for all the flamboyant pro- 
motional and cocktail excesses of the pharmaceutical industry. 

He pays for the cocktail parties. He pays for the trips. He pays 
for the detailmen; that is, the consumer. He pays for the attorney's 
fees to guarantee the patents. All these things are costs of produc- 
tion to the industry. I think that the IRS must take a much closer 
look at these so-called business expenditures. I think this is a very 
pes ee point. . j 

ne final point: I do not want any of the foregoing testimony t 


be construed as indicating any diminished interest on my part in the 
development of new and better drugs for the relief of millions of 
people who suffer from mental illness. 
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Although mental illness costs this Nation $3 billion a year, the 
Psychopharmacology Service Center spent only $6 million last year 
for the development and evaluation of new psyhciatric drugs. If 
we are ever to empty the hundreds of thousands of mental hospital 
beds in this country, and I am dedicated to that proposition, we must 
accelerate our drug research and development program manyfold in 
the coming years. 

In like manner, I do not want of the foregoing testimony construed 
asa vote of lack of confidence in the pharmaceutical industry. I want 
again to pay tribute to the job it has done in bringing these chemical 
agents to mental patients in all ie of this Nation. However, it 
must use its magnificent technical and scientific resources to a much 
greater a in the development and application of new —e It 
must not deny these fabulous resources to the American people. 

I am confident that these hearings will produce the documentation 
and evidence needed to remove some of the questionable practices 
now plaguing the pharmaceutical industry. 

I am equally confident, Mr. Chairman, that my good friends in the 
pharmaceutical industry will rise to the challenge and will join the 
rest of us in a common fight against mental illness. 

Senator Kerauver. Mr. Gorman, thank you very much for a care- 
fully prepared and informative statement which I am sure will be 
of much help to the committee and to all who are interested. 

Ihave some questions to ask you and I know the members of our staff 
have a lot of questions to ask you. But I am going to forgo asking 
my questions until a later time. I would like to ask the staff to like- 
wise. It is possible that Senator Dirksen might not be able to be here 


later, so I will ask him to go on now. 
The reason I am doing this is'that we have three very eminent 
physicians here, Dr. phim, Dr. Lehmann, and Dr, Brill. We want 


to be sure to give them ample time. If it is all right with the staff 
and other members, we might talk with you at 10:30 in the morning. 

Mr. Gorman. I didn’t get that. 

Senator Keravuver. I say if it is all right with you and the others, 
we can either carry on this afternoon if we can get permission to do 
80, or come back at 10:30 in the morning, which ever would be con- 
venient. 

Mr. Gorman. Whichever way is the pleasure of the committee. 

4 Senator Keravver. I will recognize Senator Dirksen first for ques- 
ons. 

Senator Dirksen. Mr. Gorman, tell me a little about yourself. 

Mr. Gorman. Well, I have a little biography on the last page of 
my formal statement. 

Senator DirksEN. Just tell it to me in your own words. 

Mr, ee I just say very simply that I am a former newspaper- 
man and—— 

Senator Dirksen. Where were you born? 

_Mr. Gorman. In New York City and I went to New York Univer- 
sity and did some graduate work in American history. I was in the 
Army for 4 years and came to the Daily Oklahoman in 1945 because 
Iwas tired of New York City. 

Senator Dirksen. That is in Oklahoma City ? 


35621-——60——pt. 16——9 
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Mr. Gorman. Yes, it is the largest paper in the State. I was in- 
nocently covering my chores as a political reporter one day when the 

ublisher called me in and said a patient had been beaten to death 
in the largest. mental hospital in the State. It had 3,600 patients. 

I said I don’t know where it was. How do you get in there? He 
said you go down like you always do and walk in. I walked into 
this snakepit, 3,600 patients, and that very day in 1945 I got the bug 
or the virus hit me. Since then I have been writing and touring. 
I have been in most mental hospitals in this country. Of the 212 
State mental hospitals, Senator Dirksen, I have been in 188. I have 
been in practically all the Veterans’ Administration hospitals. 

I have lived in some of them for 2 and 3 weeks. I have eaten with 
the patients. I think that is the best way you find out about them, 
I have written a few books and so forth. I had a book of mine con- 
densed in the Reader’s Digest in 1948 which is about the situation in 
Oklahoma. 

I had a recent book “Every Other Bed” published in 1956. I have, 
I suppose, done a fair number of magazine articles. I suppose you 
would call me a man on horseback. 

I am riding a horse. I think this is a very neglected area. I have 
worked mostly with the State governments, Senator. I feel that the 
State governments, because 94 percent. of these patients are wards of 
the State—this is their legal responsibility. 

I went to Governor Warren in 1949 at the national Governors’ con- 
ference in Colorado Springs, and I said: 

Governor, would you conceive of the national Governors’ conference and its 
arm, the Council of State Governments, making a survey of these rotten conti: 
tions I’ve found? 

He said “Yes,” and Governor Youngdahl of Minnesota, who is now 
on the Federal bench here, agreed and jointly sponsored this resolt- 
tion. I am glad to say they are both active members of our committee 
at the present time. That led to the first survey made by the Council 
of State Governments in 1949 of these shocking conditions. It shocked 
many Governors. This led up—to skip a lot, Senator—to the Firs 
National Governors’ Conference on Mental Health ever held by the 
Governors in Michigan in 1954, at which the Governors came together 
and figured what can we do if mental illness costs the States S80) 
million a year, if it is a backbreaking tax burden, if it affects millions 
of Americans, what can we do? 

I think, Senator, if I may say this, sir, that too little credit: has been 
paid to the Governors of the 48 States. They have done the job in the 
face sometimes of legislatures which have been opposed to this thing 
It has been said it is not politically popular. These mentally ill people 
don’t vote. All sorts of harassments have been thrown at them. | 
think the Governors are bipartisan in this crusade. I cannot say 
whether it is Republican or Democratic. I would point out, in your 
own State, I cannot pay enough tribute to Governor Stratton. I jus 
cannot begin to pay enough tribute to Governor Stratton and Dr. Otto 
Bettag for their work over the past 8 years. They built a new neuro 
psychiatric institute there costing $8 million in Chicago. They ar 
building a research institute on mental deficiency. I think some of the 
finest research work in the country today is coming out of the State of 
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Illinois. This is just one example. Ten years ago this was not in 
existence. 

Senator Dirksen. I am delighted to hear you say that. I know 
Dr. Bettag very well. I virtually grew up with our Governor, and 
I discussed those problems at the State level even as I do other prob- 
lems even in the political vein. 

Mr. Gorman. Yes. 

Senator Dirksen. And I should add a parenthetical note here that 
Iremember a very long discussion with the Governor about our mental 
institutions and about the cooperation that he was getting out there. 

I must say in all candor that I have no recollection that he ever at 
any time mentioned or hinted that he wasn’t getting complete coopera- 
tion from the pharmaceutical industry. 

Mr. Gorman. Yes. Well, I might say this in answer to that, 
Senator Dirksen. 

I will say Illinois has 36,000 mental patients in its civil mental 
hospitals alone plus another 14,000 mental defectives scattered around 
inthe State schools for mental deficients. Its mental hospital budget 
alone for 1958 was $50 million. 

I do not have the comparable figure for the State schools but it is 
appreciable. Illinois last year bought more than $1 million in tran- 
quilizing drugs. It is one of the leading States, and has been from the 
beginning, in the use and application of these drugs. 

I would again say this is largely through the leadership of Dr. 
Bettag who realized their importance early in the game. I would say, 
and I am not suggesting any procedure to this committee, that it might 
be interesting to hear from Dr. Bettag on the price of these drugs, 
whether he feels they are too high, whether he does not feel some ad- 
justment can be made particularly in the cost to the discharged mental 
patient. That is the burden. 

Senator Dirksen. Tell me a little about your organization. 

Mr. Gorman. We were formed in 1949 as a national mental health 
committee originally. 

Frankly our whale impetus came from the Governors. At that time 
the key Governors who were interested in it said—I was then still a 
working newspaper and magazine writer with no desire to ride this 
horse forever. The Governors said “Why don’t you form a committee 
and let us work with the State legislatures on this and we will be your 
honorary chairmen.” 

That is, we Governors will do this if you in turn will come and 
testify before us and help us. 

So the nucleus was in 1949, 6 or 8 Governors, which has expanded 
now to 46 State Governors in addition to Governor Warren who 
is still a member, Judge Youngdahl who is still a member and 
another distinguished gentleman, a former Governor of Illinois who 
comes from Libertyville, Adlai Stevenson. In addition to that I think 
we have most of the Nation’s distinguished psychiatrists as sponsor- 
ing members of our committee, the Menningers from Topeka, Kans., 
Francis Braceland, past president of the American Psychiatric Asso- 
ciation, and so forth. 

Senator Dirksen. You operate asa foundation, I take it ? 

Mr. Gorman. We operate as part of a foundation; yes. 

Senator Dirksen. In part? 
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Mr. Gorman. Yes. We do not raise any funds. 

Senator Dirksen. What is the source of your funds? 

Mr. Gorman. The largest source of our funds is the Albert and 
Mary Lasker Foundation. We also have individual contributions 
that are made by sponsoring members of our committee. We do not 
conduct a formal fund drive similar to the American Cancer Society, 
. en Dirksen. Just as a general figure, what is your annual 

uaget ¢ 

Mr. Gorman. I have been looking over the annual figures. I have 
some difficulty, as Mr. Munns did yesterday; his figures are higher. 
My annual budget is less than $80,000 a year. 

Senator Dirksen. At the very outset, of course, I want to applaud 
your dedication to this cause. 

Mr. Gorman. Thank you. 

Senator Dirksen. Even though I think that you might have gone 
afield somewhat in your statement. Do you by the way know Dr. 
Sidney Farber ? 

Mr. Gorman. Quite well, sir. 

Senator Dirksen. Hs is professor of pathology at Harvard at the 
Children’s Hospital. 

Mr. Gorman. I know him quite well, sir, for 15 years. 

Senator Dirksen. I was thinking of course about your observation 
that the pharmaceutical industry was exhibiting an arrogant attitude. 
I think that is your expression. 

Mr. Gorman. Yes, sir. 

Senator Dirksen. In April of last year Dr. Farber appeared before 
the House Appropriations Committee. 

Mr. Gorman. Yes. 

Senator Drrxsen. I thought it — be well to just read into the 
record one paragraph of what Dr. Farber said, found on page 232 
of the hearings on the annual supply bill—— 

Mr. Gorman. Yes, I listened to the testimony. 

Senator Dirksen (continuing). For the Department of Health, 
Education, and Welfare. This is what Dr. Farber said. First Mr. 
Fogarty, who was the chairman, said: 

You asked for an increase of $8 million in contracts for your chemotherapy 
program. Is that program progressing as well as you anticipated? Do you 
have any problems with industry, any patent problem or any other problem that 
we should know about? 

This is Dr. Farber’s response : 

There are no problems that cannot be solved, Mr. Chairman. I am more than 
satisfied with progress. The patent question has been settled satisfactorily in 
a tentative manner. 

Not perfectly but settled satisfactorily. So I intrude that as a com- 
ment on what you said about the general patent situation. 

Mr. Gorman. Yes. 

Senator Dirksen. Congressman Fogarty then said: 


It took a couple of years to do it? 
And then Dr. Farber said: 


Yes. Industry is cooperating and they have done it in several ways. They 
have made available thousands of their chemical compounds. They are the 
greatest source of antibiotics. Last year alone more than 30,000 crude antibiotic 
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filtrates obtained from industry were screened against the several mouse tumors 
jn our screening program. 


There is great cooperation from the industry. 

Do you have a comment to make? 

Mr. Gorman. No, I haven’t. I said it on pages 23 and 24 where I 

ay great tribute to the pharmaceutical industry for its cooperation 
in the cancer field. 

I just want them to do an analogous piece of cooperation in the field 
of mental illness. I paid tribute to the cancer program; I think this 
is the finest program in the world. 

Isay it is the greatest program since 4000 B.C. I don’t know what 
else I can say, that industry has done a beautiful job. 

I have talked with Dr. Farber. I have met with the cancer people. 
He is my close personal friend. 

I might say this and I don’t think Dr. Farber will be cross with me 
for saying it. 

I called him just the other night. This is Friday. I called him 


Wednesday night and told him what I was going to say about this area 
and he said : 


It is about time it was said in this area, the area of mental illness. 

I can say this now. I don’t think Dr. Farber is going to spank me 
for making that statement. 

Senator Dirksen. Mr. Gorman, in just listening to your testimony 
and believe me I say this in all kindness because I share your interest 
in the health of our people, but I thought perhaps you had turned 

our hand a little against everything and everybody. The Justice 

partment wasn’t quite doing a job. The Federal Trade Commis- 
sion wasn’t doing a job. The Food and Drug Administration wasn’t 
doing a job. Our Government contracts were not being accepted as 
freely as you thought they should. 

Mr. Gorman. Yes. 

Senator Dirksen. There seemed to be a lack of competition. You 
were a little “nauseated.” 

Mr. Gorman. Yes. 


Senator Dirksen. By what you called the lurid advertisements ? 
Mr. Gorman. Yes. 


Senator Dirksen. On so many of these pharmaceutical products 
that you no longer read them ? 

Mr. Gorman. Yes. 

Senator Dirksen. But I noticed also that you mentioned that doc- 
tors were busy people. 

Mr. Gorman. Yes. 


Senator Dirksen. And with respect to promotions and promotional 
literature, I just wonder how you get at them unless the pharmaceu- 
tical people have individuals on the road who are schooled in it who 
go and help the doctors and explain to them what these things are. 
With ee to advertising of course, I have always said that the one 
reason why America is so far in front with respect to its standards of 
living is that advertising has created want, and when a want 


fhings, then of course all hands are to the wheel to see that they are 
ne, 
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I remember my visits in Latin America, in Asia, in Europe and 
elsewhere. You could hardly see a billboard. You would see occa- 
sionally little ads in the paper, and that goes even for London, I 
would say. 

But advertising has done a noble job in creating wants and desires, 
As I looked over these ads, and I have looked over a good many of 
them, first I thought they were done in extremely good taste. I say 
nothing lurid about them. I thought they told the story. 

Not being a medical man, I have no way of knowing of course 
whether the claims presented are accurate. Let me ask you have you 
had any medical or psychological training ? 

Mr. Gorman. No, I have not any more than a Member of the Sen- 
ate trains for becoming a Member of the Senate. I am a journalist, 
a political reporter who seeks facts. I have been a science writer 
since 1945. I have read, I supposes, as much medical literature as, 
well, almost any layman. 

I have written, stuck my neck out, in books. These have received, 
I think, very good reviews in the medical literature. 

The main thing I have done, Senator Dirksen, I make no pretense 
toward being other than I am, is to walk the wards of these mental 
hospitals, to talk to the patients, to live with them. 

When I get a difficult Governor, and I have gotten difficult Gov- 
ernors or let’s say a recalcitrant Governor, I take him on what I call 
a ward walk with me. He walks the wards with me and he sits with 
me and eats with the patients and I then say “Now Governor, this 
is what I am talking about. I know of no other way of explaining it 
to you. This is the human problem. Doctors may put it in abstruse 
terminology but this is the problem.” 

I make no pretense to anything else. I think I might say that I 
have given the last 15 years to this problem. I don’t say that in any 
degree of nobility. I have theebug and I love it. I am glad I caught 
this infection. It is a wonderful infection to have. I have still got 
it. I think that I have talked to practically every psychiatrist in this 
country. I think I have the respect of most of them, 99.9 percent 
maybe. 

A. few people are a little unhappy today. I might say I know that 
you regard my statement today, Senator, as a little strong. I might 
say that I have given it with much trepidation. I thought very care- 
fully about appearing before this committee and originally decided 
against it. I thought that some of the things I might say would be 
harmful to the continued use of these drugs in the State mental hos- 
pitals and the Veterans’ Administration. I refused a very distin- 
guished member of the House committee who asked me in 1958 to 
testify. 

I just. said to him, “I know you probably think TI have a duty to 
testify about some of these excesses. But we are fighting such a battle 
to get these drugs used in the State mental hospitals.” 

You see it was very difficult in the beginning, Senator Dirksen; ! 
might say that very factually as pointed out at great Jength in this 
immortal work, “Every Other Bed.” In the beginning, most psy 
chiatrists didn’t want to use these drugs. They thought they wer 
frauds and mistakes, and a lot of psychoanalysts really sold thet 
couches. 
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Senator Dirksen. Would you raise your voice just a little? 

Mr. Gorman. Yes. There was great resistance to the use of these 
drugs, Senator. Some of us who thought they worked and who had 
sen them work on the wards really conducted a tremendous battle 
for them, and I have a file of very sharp letters from some of my 
very dear friends in the field of psychiatry saying I had gone over- 
board, I must be taking pills myself, that these drugs were a temporary 
business and they would pass on like everything else. 

I said, “No”; I had just seen too many mental patients get out of 
the wards and go back home. 

This is the only thing I can judge things on. I have talked to too 
many researchers whom I respect who say these are potent medica- 
tions. 

Ihave talked to too many to give them up. 

When this book appeared in 1956, it was a very controversial book 
because it was the first book to give a history of the drugs and to, 
I think correctly, attribute their development to foreign scientists 
and so forth. 

So I have been, if anything, accused of being a captive of the drug 
industry. 

I felt, I don’t know, very uneasy about this, because I have not— 
I felt on the other hand that these drugs must be used. 

Senator Dirksen. The very thing you say about a resistance to the 
uss of these drugs gives point I think to the rebuttal of the very 
thing that appears in your statement with respect to overpromotion 
of some of these things. 

That. instinct of resistance begins with children. Just try to get 
cough syrup down the throat of a baby. I am speaking like a father 
andlike a grandfather. I know. 

Mr. Gorman. I know too, Senator. You are right. 

Senator Dirksen. I can’t even get my wife to take pills and I 
am the greatest pill taker in the world. I ought to own a pharmacy 
ofmy own, I think. 

Mr. Gorman. That is a good stock, Senator, there are some very 
good stocks. 

Senator Dirksen. But when you speak of resistance, it is one of 
those things that I believe dogs everybody. How are you going to 
doit unless there is a promotional effort ? 

Mr. Gorman. If I might just tell the committee a joke to relieve 

Senator Keravver. A little louder, Mr. Gorman. 

_Mr. Gorman. I think it was Dr. William Osler who said the only 
significant difference between the human and the animal is the human 
proclivity for taking pills. 

We love to take pills, but I don’t know about 

Senator Dirxsen. One of the differences, I should observe. 

Mr. Gorman. There are several other biological differences. I see 
ee point about resistance. There was real resistance to the use of 

ese, 

Senator Dirksen. Oh, there is always. 

Mr. Gorman. And I am not. going to say that that was not true, 

use that would invalidate some of the things I have written and 
that would be a horrible thing. 

(Discussion off the record. ) 
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Senator Dirksen. That resistance has to be overcome. I don't 
know how to overcome it unless you have specialists going out from 
the pharmaceutical houses to take doctors by the hand and say, “Look, 
here is a drug. This is what it will do. Sate are the clinical tests, 
Here is what we have done with it.” And so I just wanted to get a 
— response on the record with respect to the criticism you have 
made of overpromotion. 

Mr. Gorman. Yes. I think we agree in essence, Senator Dirksen, 
Iam saying this. I agree as to the necessity for promotion. I would, 
however, say to the Senator from Illinois that I have seen so many 
grevious examples of excessive promotion. Let me cite a couple 
briefly. The pressure on clinical investigators to get their results 
in on the new drugs is enormous. It is fantastic. I have had r- 
searcher after researcher, who are trying a new drug in the ward of 
a mental hospital with many other tasks to perform in the care of 
these patients, say to me personally, “I just can’t stand the pressure, 
These drug companies, just because they give you free drugs, because 
they give you so many free drugs and a little grant, they want results 
tomorrow.” That has been a sore point with everyone. Right here 
in the District of Columbia 3 years ago Wyeth, which is a great of- 
fender in this area, I may say, and it is a pleasure to mention their 
name. 

Senator Dirksen. Who is that ? 

Mr. Gorman. Wyeth is American Home Products, which has 
Sparine. Three years ago they decided at a big cocktail and steak 
party to introduce this wonderful new drug Sparine at the District 


of Columbia General Hospital. I didn’t attend this party because 
I like to buy my own lunch. 

Senator Dimxsen. I didn’t attend it, either. I have never been 
to a drug convention in my life. 

Mr. Gorman. You are very fortunate, Senator. 

Senator Dirksen. Oh, I am not sure but the record speaks for itself. 

Mr. Gorman. In 1957 at this big Wyeth affair, they were intro- 


ducing this new drug Sparine and this had a very limited test by 
a group of doctors at the District of Columbia General. I won’t be 
unkind about them. I say they were not top drawer. Not one of 
them was top drawer. I had seen this publication, paid no attention 
to this publication, as did most science writers. Then they got out 
an immediate flash to all the papers about this thing, and then—they 
also got a flash bulletin to 4,000 or 5,000 doctors about this drug. 
Then when the doctors protested the premature release of it, they 
blamed it on the National Association of Science Writers, that the 
science writers had written prematurely about it. So the science 
writers wrote a note of protest to Wyeth, made them apologize and the 
NASW protest was printed in the Journal of the American Medical 
Association. ; 

It gives you an idea of the powerful pressures that were working. 
They pushed the doctors on this drug. They quoted this one publica- 
tion. Then when the articles appeared in the paper, they said, “Well 
we didn’t announce this to the press. They must have picked it up. 
But they had a press party for 200 people at which they fed them 
oe : Then they said, “Oh, the press is terrible the way they do 
things. 
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Of course as a former journalist, I get annoyed with this kind of 
thing. The other thing, the other excessive promotion is the amount 
of entertaining they do. I don’t think it is necessary to buy every- 
body steaks and martinis every day to get them to use drugs. I don’t 
think it is necessary to have all these big parties when you go to the 
American Psychiatric Convention where these drug companies have 
exhibits, where they have elaborate hospitality suites. I don’t object 
to hospitality. I mean I love people, but I don’t think it ought to be 
that excessive. It makes me very uneasy. Maybe I am a puritan. 

Senator Drrxsen. Mr. Gorman, let’s look for a moment in all can- 
dor to this question of press parties and so forth. Even our dis- 
tinguished chairman gets out releases and I have to get after him 
every once in awhile like I did yesterday morning. It didn’t make him 
feel very good, I am sure, but I felt in all candor and in duty to my 
own conscience, that I should do it. But the labor leaders come here, 
the industries come here. 

Senator Kerauver. You mentioned my name 

Senator Dirksen. Everybody comes to Washington and then they 
have a press conference. Would that be unusual to have a press con- 
ference in an industry, call them in and say, “Look, here are some 
prefabricated releases. If you have got any questions, we will be glad 
toanswer them.” 

Mr. Gorman. I don’t object to them. I object to the thickness of 
the steaks. 

Senator Kerauver. You mentioned my name. 

Senator Dirxsen. I always mentioned his name because I love him. 

Senator Knravuver. I don’t think there were steaks and martinis 
served here yesterday. The Senator was critical of the staff and me, I 
guess, but I want to say I think every fact that was brought out, every 
point of information brought out in the hearings, was correct. This 
isn’tan easy job todo. We are just trying to do the best we can. As to 
the substance of the reports of our friends of the press—who were 
also talked about yesterday—I have reread some of their stories, and 
I think they covered the explanations, fairly in reporting the facts, 
let me say to my friend. 

Senator Dirksen. Of course, I just have to Jet the transcript of the 
ene early in December speak for itself, and, after an analysis, I 
felt called upon to make a comment. That must speak for itself, too. 

Senator Kerauver. Let me say to Senator Dirksen that if he has any 
point of information in the steroid hormone hearings that he thinks 1s 
not factual, I will certainly be the first to apalogize to him. I am 
sure the staff would, too. But, to my knowledge, in going over it very 
thoroughly, I thought it was a well-prepared, factual presentation, and 
I know of no fact that was brought out that was not sustained by 
documentation and by information that was available. 

Senator Dirksen. Now, Mr. Gorman, I was happy to note that you 
are devoted to a free, competitive system, as all of us are. 

Mr. Gorman. Yes. 

Senator Dirksen. And that is why, of course, any sharp criticism 
of industry which may not be warranted always becomes something 
of a challenge, and I have to think about it and see whether or not 
it stands up in the light of the record. Now, I have to go back for 
another quote, because Dr. John Heller, the Director of the National 
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Cancer Institute at the National Institutes of Health, appeared before 
the House Appropriations Committee in April. 

Mr. Gorman. Yes. 

Senator Dirksen. And I don’t believe that, in lifting a paragraph 
out of context, I do violence to his thought at all. If I do, I apologize, 
But I am not quite sure, so now I want to read that into the record, 
This is Dr. Heller speaking: 

I reported to the committee last year that the pharmaceutical, chemical, and 
allied industries had begun to take a most active and important part in the 
chemotherapy program. This trend has continued, and I am pleased to report 
that many of the Nation’s leading industrial concerns are now working under 
contracts with the Cancer Chemotherapy National Service Center. These 
firms are supplying valuable materials for anticancer screening, attempting to 
develop improved screening techniques, conducting inplant screening programs, 
and manufacturing drugs in large quantities for clinical trials. 

Now, would you say that that would support the contention that 
there has been a kind of arrogant, uncooperative attitude on the part 
of industry, in the light of that statement ¢ 

Mr. Gorman. Sir, I think—if I may so with all due respect, Sena- 
tor, I think you are somewhat flaying a dead horse. 

Senator Dirksen. Will you talk a little louder ? 

Mr. Gorman. You are somewhat flaying a dead horse here. I 
pay tremendous tribute to the cancer chemotherapy program. I have 
paid it at public hearings since 1955. On page 23 of my statement, I 
pay tribute to the cooperative effort of the National Institutes of 
Health, Veterans’ Administration, Atomic Energy, and industry as 
the greatest single effort in medical history. 

I don’t know how one can get more adjectival—I point out industry 
has accepted these contracts, and some have accepted them voluntarily. 
A great number of the large pharmaceutical houses in this country 
have democratically negotiated and accepted contracts under this pro- 
gram. I don’t think that I have been unjournalistic. 

On page 27, I say that they are spending $15 to $20 million a year 
in this program, and I might say just for the record that I might be 
considered one of the architects of this program in the cancer chemo- 
therapy area. So, I have no argument. They are arrogant in the 
mental illness area. They have said when the cancer thing went 
through, which was pushed through in 1953 and 1954, and contracts 
were originally granted, quotes like that from Mr. Boyer, they said, 
“All right; you have got through with this cancer thing, but that is 
where we draw the line. The buck stops here. When you peopde 
talk about contracts in hearts or you talk about contracts in mental 
illness, that is the end. We have got these patents and these other 
things to protect.” 

I say to my friends in the pharmaceutical industry that it is ar- 
rogant to say that they will draw a line in a certain sector of this 
democracy and say, “We will do it in cancer because we started the 
contract business,” and so forth. 

Senator Dxsen. Mr. Gorman, if it would appear that I have done 
an injustice on the record by picking out something that is a little 
apart from the burden of your testimony this morning, let me look 
at another thing in the record. 
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You know Dr. Felix, who is the head of the National Institute of 
Mental Health ? 

Mr. Gorman. I know him quite well. 

Senator Dirksen. So, that would be quite important, would it not? 

Mr. Gorman. Yes; it would be. 

Senator Dirksen. Fine. Now, then, let me read you what Dr. Felix 
said to the House Appropriations Committee, and this is directly in 
point : 

The many new drugs now used in psychiatric practice as compared with 
the number used a few years ago, and the large number of compounds in the 
first screening stages in the pharmaceutical laboratories, bear witness to the 
fact that research directed toward discovery of new and improved drugs is 
continuing to advance with great speed. Most of this research is being carried 
on by the drug industry. 

Now, have you some comment on that ? 

Mr. Gorman. Yes. I have paid tribute to it in three parts of my 
testimony. I pay tribute to the work they have done in the develop- 
ment of these psychiatric drugs but I merely ask them now to get into 
this contract program analogous to the cancer contract program. I 
might say this, parenthetically, in the hope that the committee will 
develop this point. I seriously submit that the Director of Psycho- 
pharmacology Service Center, who has the responsibility for these 
contracts, should be asked how many industries he has contacted over 
the past 2 years and how many accepted contracts. Now, I have talked 
tohim at some length from time to time. We have the most cordial 
relationships. 

Senator Kerauver. You mean how many companies contracted ? 

Mr. Gorman. How many companies accepted contracts, May I say 
this, Senator Dirksen: Originally, we thought that industry would be 
pushing the doctors at Bethesda to get contracts, and at the November 
1958 lunch to which I referred I thought this was going to be a pos- 
sibility. Now, when this was not a possibility, we then urged Dr. Cole, 
the Director of the Psychopharmacology Service Center, to make 
visits to these drug companies, to find out what are the problems. 
Maybe there are some real problems here. Now, out of these visits, I 
think that Dr. Cole might supply to this committee—I am not speak- 
ing for him—some interesting information on why, over a period of 
2 years, we have only produced $100,000 in contracts. 

It is the most minuscule sum possible for contracts with industry in 
the development of new and more effective agents against mental ill- 
ness. It is a deep puzzle to me, in the light of the correspondence I 
read from a man like John T. Connor, who is, as you know, a most 
articulate and well-groomed spokesman for industry, who has prom- 
ised me since 1958 that there would be a contract from Merck. Then 
I was told there was a contract from Ciba. I am not talking about 
small houses now. 

Senator Dirksen. Mr. Gorman, let me get to that for a moment. 

Mr. Gorman. Yes. 

Senator Dirksen. But, before I do, let me add one more paragraph 
from the testimony of Dr. Felix, and I think you will admit that he is 
an authority in the field. 

Mr, Gorman. He is one of a number of authorities in the field. 
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Senator Dirksen. Well, if he is an authority, there may be others, 
of course. 

Mr. Gorman. Yes. 

Senator Dirksen. But I just want to be sure that he speaks with 
authority, and you will admit that he does. 



































Mr. GorMAN. Yes; in some areas he does; yes. a 
Senator Dirksen. Now, the same testimony in his prepared state- 
ment, it wasn’t catch as catch can before the House committee. I am mt 
reading from the prepared statement which he had time to belabor Se 
and over which he could puzzle. 
Mr. Gorman. Yes. Ia 
Senator Dirksen. Taking precious care, just like a Senator does, af 
that every word will have its proper meaning and implication, so that | 
nobody can rise up to seize on it and smite him with it. So, this is M 
from his prepared statement : 
All companies— Se 
I underscore “all”— men 
All companies are very actively synthesizing new compounds and are examin- M 
ing them for possible usefulness as psychiatric drugs. One estimate provided by Se 
the Pharmaceutical Manufacturers Association is that in the fiscal year 1958 | Parl 
approximately 12,100 compounds of this sort were synthesized and tested in M 
animals, while over 300 compounds were deemed to be of sufficient interest to 
warrant testing in patients. "3 
Now, that is a careful statement by Dr. Felix. y 
Mr. Gorman. I am familiar with it. I heard it and read it. dre 
Senator Dirksen. I would gather, from that, that that showed a 5 
rare kind of cooperation on the part of industry. M 
Mr. Gorman. I must beg the Senator’s talitihen, I do not get |} g 
his point. Let me explain. I do not get his point. Industry is natur- | y 
ally synthesizing and producing for the commercial market. Smith | jg, 
Kline & French made a little profit last year on Thorazine and Comp- | fo 
azine. Other companies have made—if I were a stockholder in Smith ] j95, 
Kline & French, of course, first of all, I would be inordinately de- | 
lighted. Second of all, I would hope that I could develop additional | 
compounds for the commercial market. But my basic point, and the | ¥,, 
burden of what I have said since 1955, is that it is not enough merely pro 





to produce commercially marketable pills for neurotics. It is not 
totally in the public interest. And when the public interest asks the 
industry to produce pills effective against mental deficiency—as an 
example I give this: There are 4 million mental defectives in this 
country; 300 babies are born a day who are mentally deficient, but 
there is not commercial market for this. The green pill, the blue pill, 
the purple bill, but industry does not want to get into this area. 
Now, my point is that the burden of Mr. Munns’ testimony yes- 




















terday was, “Look what we are doing for mental patients.” They 7 
have produced marketable pills which they make obsolete 6 months fit 
later, and in the ads you read you are told you have every disease. |}, 
Every time you turn another page you have another disease. You ' 
have a cold and the 7-year itch, too. But, if you are neurotic enough, 
you will take pills. And I don’t mean that as a personal reference. | | 
But, if I may say this, sir—as a disciple of Thomas Jefferson, if [bee 
I may say this, sir: I think there is an element of public interest here the 
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hers, 





The burden of what I have to say, and I think after 15 years of walk- 

ing the wards and living in these mental hospitals I have a right to 

say it, the burden of what I have to say, I don’t object to their prof- 

its. I don’t read the Wall Street Journal. It is a bore to me. 
Senator Dirksen. Mr. Gorman, that is a little beside the point. 

Now, let me read your statement that you made to the committee this 

morning. 

Mr. Tiatnast All right. 

Senator Dirksen (reading) : 


lappear here today because I can no longer remain silent with regard to the 
arrogant attitude of the pharmaceutical industry toward the working processes 
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does, } of this democracy. 
bn 3 Mr. Gorman. Yes. 
°18 | Senator Dirksen. Now, you have indicted the whole industry. 
Mr. Gorman. I certainly have, in spades. 
Senator Dirksen. So, now I quote you Dr. Felix in the field of 
mental health, and you say he is an authority. 

amin | Mr.Gorman. He is one of a number of authorities. 
ied by | Senator Dirksen. I quoted you Dr. Heller. I quoted you Dr. 
> 1958 | Farber, and all three of them—— 
fed in | Mr, Gorman. You quoted Dr. Farber in the cancer area. You 
est © | quoted Dr. Heller in the cancer area. 

Senator Dirksen. And Dr. Felix in the mental health area. 

Mr. Gorman. Only in relation to the commercial production of 

drugs, and I would say—— 

ved ® | Senator Drrxsen. No. 

Mr. Gorman. Senator Dirksen—— 
ot get} Senator Dirksen. There was no qualification—— 
me Mr. Gorman. Senator Dirksen, since we have gotten down to this, 
smith | \et’sbe frank about this. I have felt that the National Institutes of 
smith _ have been derelict in the psychiatric evaluation of drugs since 

954, 
iy * Senator Dirksen. Repeat that, please. 
ith Mr. Gorman. They have been derelict in the evaluation of drugs 
7 \ since 1954, Now, I have said this in official testimony. The House Ap- 
a a propriations Committee, in 1958, accused them of being derelict in an 
. o oficial report. Senator Lister Hill and the members of the full Senate 
= Appropriations Committee criticized them in 1958. They were re- 
wan luctant to start this whole business. I have—frankly, I don’t see that 
but there are any sacred popes in this business. I do not fall on the floor 
it, ‘ll when the name of Dr. Robert H. Felix is mentioned. I do not do it. 
e pl"; | don’t know why, because we begged them—we said that the Federal 
> wi Government should have an interest in the evaluation of these im- 
‘they |Pttant drugs. There are 60,000 Federal patients in these mental 
vail hospitals, but from 1954 through 1956 they refused to even testify for 
rp it, Today, there is a psychopharmacology on evaluation. In 1954 
ne Dr. Felix said to me: 
nough, Wewon’t spend a dime. This is not our area of work. 
erence, | Ihave had public battles. We have exchanged speeches which have 
son, 1 nreported in the New York Times, so it is not a question of quoting 
st here, fthepope against the pope here. 
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They have been derelict. Now, they have recently come into the 
drug picture, and now they want more money next year. I was out 
on December 22 with the people out there, and I suppose—I don’t 
know whether this should be on the record or not. 

Senator Drr«sen. It is all right, because I resisted their efforts 
to get all this money last year, and I will doso all over again. 

Mr. Gorman. Yes. 

Senator Dirksen. Because, after the Congress voted an additional 
$212 million, we discovered it was going to take 5,000 doctors, spe- 
cialists, and Ph. D.’s, and Dr. Flemming said, “Sorry, we can’t find 
them. We can’t lift them out of practice and leave — in the com- 
munities high and dry.” But where are we going to find the people 
to spend this money ? 

Mr. Gorman. I think that is a long debate. 

Senator Dirksen. I know it is. 

Mr. Gorman. I was in the Press Gallery during the debate, and 
I think you made your point. 

Senator Kerauver. You were talking about going out to the NIH, 
Mr. Gorman. 

Mr. Gorman. The NIH, and they said next year they would like 
about $10 million in the area of psychopharmacology. Now, they 
wanted nothing in 1954, Dr. Felix; nothing in 1955, as far as I could 
igen nothing in 1956. Now, you know, let’s get frank about 
this. 

Senator Dirksen. Mr. Gorman, let me intrude right there. Where 
shall a very humble Member of the U.S. Senate go for information 
on this subject? Shall he go to Dr. Mike Gorman, or shall he go to 
Dr. Felix ? 

Mr. Gorman. Well, I don’t know. I know what that gets down to, 
that we make sacred cows out of medical doctors. I don’t want to go 
into a discussion of that. Buf I think there are some of us who ar 
very competent science writers, and I just will not be torn down. | 
think I am as competent to judge. I talked with as many researchers; 
I walked as many wards as any human being—and I am not men- 
tioning anybody by name, but I think that when this drug revolution 
came into being in 1954, we had, always we have 1,000 guardians of 
the past to 1 proponent of the future. When we get into the Federal 
Government, we usually have 2,000 guardians of the past for every 
proponent of the future. I think the guardians were vigilant in 1954, 
1955, and 1956. I took public issue with them, and my professional 
reputation was on the line when I wrote this very controversial book, 
but this has been highly reviewed in psychiatric journals. It has been 
considered the basic work in the drug field. I don’t know if it is that 
good, but I am delighted other people think it is that good. So, I am 
not going to apologize and say that because doctor so-and-so—doctors 
disagree. Doctors have all kinds of neurotic predispositions. Doctors 
take pills themselves. 

Senator Keravver. I don’t want to hurry this colloquy. I wal! 
everybody to have all the time possible. 

Senator Dirksen. Mr. Chairman, I want to get to one other ite! 
here, and that is this question of Federal contracts. 
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(A letter from the Surgeon General relating to contracts with in- 
dustry for drug development in all disease categories including mental 
illness may be found on p. 10165.) 

Senator Dirksen. Mr. Munns testified yesterday that they were lay- 
ing out $13 million a year for research. 

Mr. Gorman. Yes. 

Senator Dirksen. Now, if they have money for research, why should 
they accept Federal funds? I am glad they do not accept Federal 
funds if they have their own funds. 

Mr. Gorman. First of all, then, that would be an argument against 
the cancer program. In other words, then, this program which you 
just quoted as so excellent from Dr. Heller and Dr. Farber must be 
liquidated, because this would mean that they could not accept $1 
inthe cancer field. They now accept in the range of $15 to $20 million 
in contracts in that area. 

The reason is a very simple one, and it has been explained annually 
tothe Appropriations Committees. They are in business for profit. 
They are in business to produce chemical agents which will sell, and 
this is obvious. I have no objection to this. 

But there are other chemicals and other fields where the commercial 
markets are not there. Let me give you an example. Oddly enough, 
there is little market for an anticancer agent. I will tell you why. 
Because, although this is probably the greatest single illness in the 
world—there are 2 million people annually who suffer from cancer 
and 26 million Americans now living will die, on the basis of pure 
statistics, they will die of cancer on the basis of the National Office 
of Vital Statistics figures if cancer is not stopped—there is no com- 
mercial incentive for this reason: largely because the pharmaceutical 
houses say if any one house develops a drug it will have to immediately 
be made available to all others. It is so great a problem that no 
pharmaceutical house could say, “I have it; I have it exclusively, and 
I want an exclusive patent on the cancer drug.” 

I think the Salk vaccine is a good analogy. I think it is the fact, 
of course, it was developed under the auspices of the National Founda- 
tion for Infantile Paralysis, but it was immediately offered to all 
drug companies which were willing to manufacture it. I do not think 
they could have said only one company will do it, because I think 
the outery from the American people would have been horrendous. 

By the same token, if I may just complete that sentence to answer 
or question responsively, I think, by the same token, pills will also 

developed, Senator, for the neurotic, the paying neurotic, and this 

will be fine, and the commercial companies will do this. 
- But the contracts we have to get are those in the public interest, 
Inareas such as mental deficiency, where it is not commercially feasible 
for drug companies to do this. Somehow the Federal and State Gov- 
ernments wilt ave to pay for the development of drugs in the area 
of mental deficiency. 

You see, you cannot go and sell to a mental defective. He is not 
able to buy. If you sell to his family, it is usually an indigent family. 
This is one area. 

The aging group is another area. There is a very poor commercial 
market for drugs in the aging area. And, as brought out in the 
steroid hearings in December, again I think there is a public interest 
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in somehow bringing down the price of drugs to the aged, and maybe 
developing more effective drugs, particularly for the aged mentally 
ill. 

I do not think Smith Kline & French is going to break its back 
during the next year developing drugs (a) for mental defectives, (b) 
for the aged mentally ill. 1 do not think it is in their interest. 1 do 
not blame them for this. 

I think they are selling $25 million worth of Thorazine, $20 million 
worth of Compazine. They would like to get another drug that will 
sell as well. 

Senator Dirksen. Of course, I do not know whether you recognize 
the distinction between research in the cancer field and research to 
find a drug for a given condition with which we are all familiar. 

Mr. Gorman. I think I recognize it. I do not think I ought to be 
accused of not recognizing the distinction. 

Senator Dirksen. I do not want to belabor the point, but I see 
a very sharp distinction between the two. 

There was one other point, point 4 in your statement, on the inflated 
industry research figure. Now, I have no way of knowing whether 
these figures are correct, but I think they should be made a part of 
the record, and then, if any bonepicker wants to take them apart, 
it will be perfectly all right with me. 

But the National Institutes of Health asked the pharmaceutical 
manufacturers to poll their membership and to get up some figures 
and a report as to what was being expended by the pharmaceutical 
manufacturers in the research an ucation field. That report is 
dated February 20, 1959. It is signed by Mr. Karl Bambach, execu- 


tive vice president. I think you alluded to Mr. Bambach in your 
statement. 


Mr. Gorman. I certainly did, Senator. 
Senator Dirksen. Not too sympathetically. 
Mr. Gorman. Oh, yes, sir; not too s iapadieticaliy. 
. Senator Dirxsen. I understand. But, in any event, the figures are 
ere. 
er Keravuver. Senator Dirksen, shall we make that exhibit 
107% 

Senator Dir«sen. I think we should. 

Senator Keravver. Very well. 

ert No. 107 may be found on p. 9503.) 

enator Dirxsen. I will only mention it to this point: First, the 

amount spent within companies for research and development; second, 
amounts spent outside companies for research and development, mean- 
ing companies and grants to hospitals for research purposes; third, 
unrestricted grants, gifts, to schools, hospitals, and so forth, for un- 
specified purposes not included above; fourth, contributions or gifts to 
organizations which in turn support medical and related schools not 
included above. 

Estimated for 1958, the total is $177,160,000; budgeted 1959, 
$197,960,000. 

Now, Mr. Gorman, I have to let those figures speak for themselves. 

Mr. Gorman. I accept them. 

Senator Dirksen. But they were assembled at the suggestion and 
at the request of the National Institutes of Health. 
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Mr. Gorman. Yes, but, Senator, I do not see how we get this sacro- 
sanct cloak around this thing. I do not accept all figures at face 
value. I am a trained journalist. I want to look at the figures. I 
have gone to some of these pharmaceutical houses. When I make an 
allegation such as I have made, Senator, I know the purport of that 
allegation. 

ow, when I asked the question about how much of this is test-tube 
research and how much of it is whether a blue pill is better than a 
green pill, I have been in these laboratories. I have seen both kinds 
of research, and, when I quote Mr. Chet Shaw, who is the major apolo- 
gist of the American drug manufacturers, he says he would be hard 
put to document it. Every time I have asked somebody, I have gone 
to so many laboratories, I have said, “Look, just give me that figure 
which you use in so-called basic research for the development of new 
compounds,” and also, “What figure do you use to develop a more 
marketable capsule in a different shape or a different size or a differ- 
ent color ?” 

They have always said, “We cannot give you that. Besides, that 
isa secret figure.” 

Now, this is a very inflated figure. This figure, to me, is suspect. 
When their own spokesman—I live never had a breakdown of this 
$190 million. I have never had a spokesman really defend it, and 
Ihave had people say that, “We would be hard put to document it.” 
Then my instinct, sir, as a journalist, is to say, “Let’s look into it.” 

All I suggest to this committee, if you will read my statement, is 
that this committee should look into this figure. 

Senator Dirksen. Mr. Gorman, here it is broken down into cate- 
gories, and I submit it only for this reason, because in your statement 
on page 16 you say: : 

However, the research figure does follow a peculiar version of Parkinson’s 
law. Each time a new public relations outfit is hired by industry, their 
research figure automatically goes up. 

So, you are impeaching the industry and its figures. 

Mr. Gorman. Yes. 

Senator Dirksen. You say you cannot document it. You say you 
have no broken-down figures. I do not know about these figures, 
but the National Institutes of Health, which is a Government agency, 
asked for them. The pharmaceutical association supplied them, and 
I will have to let the figures speak for themselves. But I put it in 
here as a response, of course, to item 4 in your statement. 

Mr. Gorman. Yes. 

Senator Dirksen. “The inflated industry research figure.” 

Mr. Gorman. Yes; I accept that. 

Senator Dirksen. Well, Mr. Gorman, I know of no point, particu- 
larly, in my taking more time here. I have just become a searcher for 
the truth, and if something does not look like the truth or the fact 
let us strike the word “truth” and say if it does not look like the fact. 
And if there is rebutting testimony, I have no choice, in the interest 
of the country, to make sure that the whole story is told so that 
people can take their choice. 


35621—60—pt. 16-10 
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I want it set out in context so that no misleading impressions go 
to our people which could conceivably impair confidence in one of 
the most important industries in the United States. 

Mr. Chairman, I am finished. 

Mr. Gorman. All right; if I just may say one thing, Mr. Chairman. 
I would not belabor this, in answer to that. I have an equal regard 
for the truth, Senator Dirksen, and I am sure that you did not mean 
to imply 

Senator Dirksen. That is right. Believe me, I would not for a 
moment. 

Mr. Gorman. That I do not have that high regard. This state- 
ment has been very carefully prepared. 

Senator Dirksen. Yes. 

Mr. Gorman. I have a great number of files on this subject, and 
it has taken me 5 years to put this together, and I appear here to- 
day, as I say, reluctantly. Now, I have a high regard for the phar- 
maceutical industry, too. I have a higher regard for the mental 
patient. That is all I want to say. 

Senator Dirksen. I just want to conclude, Mr. Gorman, by saying 
what I said before. I do applaud your dedicated spirit in this field. 

Mr. Gorman. Thank you. 

Senator Dirxsen. And our job as public servants, of course, is to 
isolate the kernels of wheat from the chaff so that when we come to 
grips with it we will have something on which to rest the case, 
Thank you very much. 

Senator Kreravver. Thank you very much, Mr. Gorman. 

Senator Hart, do you want to ask any questions at this time? We 
are going to have Mr. Gorman back. I have some questions to ask, and 
I know the staff members do, about a number of these points. But, if 
you wish to ask him questions now, we will recognize you. 

Senator Hart. Thank you, Mr. Chairman; no. But at this point in 
the record I think I should add, by way of Mr. Gorman’s credentials, 
the fact that in the mental health program in Michigan we have been 
the beneficiary of his energy and suggestions. It goes back, as I recall, 
to 1950, and I think there has been adequate public acknowledgment 
already paid in Michigan to this point. 

For those strange to this subject here in Washington, I should say 
that we in Michigan were the direct beneficiaries of his, on occasion, 
criticism, to which I hope we responded with maturity, and his help. 
I on the chance to have this testimony before the committee 
today. 

I hall say, however, that it is pretty aggressive testimony. It is 
the sort of thing that does not surprise anybody that knows Mike 
Gorman—and I was not here when you were introduced; I do not 
know whether testimony was mentioned also concerning Mrs, Lasker 
and Florence Mahoney and the committee which you serve, but it, too, 
has been responsibly known for much good in the State I am 
privileged to represent. 

Mr. Gorman. I thank the Senator from Michigan. As he knows, 
if I may say this briefly, and I say this factually, that of all the Gov- 
ernors whom I have known over the years and worked with, I think 
that Gov. G. Mennen Williams, without regard—and I say in this 
book—has done the most effective job on behalf of the mentally ill of 
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any Governor in the United States. The present status of the mental 
hospitals in Michigan, the fact that there is the highest usage of drugs 
among mental patients in the State of Michigan, 62 percent, is evi- 
dence, but it is only one small evidence of his leadership over a period 
of 12 years. 

I began with him back in 1950, and I don’t know of a more pleasant 
or more fruitful association with any Governor than I have had with 
Governor Williams. 

(At this point in the proceedings, Senator Dirksen left the hearing 
room. ) 

Senator Harr. Thank you very much. That will do you no good 
with Senator Dirksen, but I am glad you have it on the record. 

Mr. Gorman. It isa pleasure to put it on the record. 

Senator Kerauver. Mr. Gorman, you referred to a letter printed in 
the Journal of the American Medical Association, by John ‘Troan, 
protesting the claims and the actions of Wyeth. 

Mr. Gorman. Yes. 

Senator Kerauver. We have that letter here, and it will be made 
exhibit 108. 

(Exhibit No. 108 may be found on p. 9505.) 

Senator Krerauver. Mr. Gorman, you will cooperate with us in giv- 
ing all of us a chance to question you ? 

Mr. Gorman. Yes, sir; whenever you say, Mr. Chairman. 

Senator Kerauver. We will keep in touch with your office. 

Mr. Gorman. All right. 

Senator Krrauver. We might do it this afternoon. If not, per- 
haps in the morning. 

Mr. Gorman. Allright. Fine. 

Senator Keravver. If in the'morning, it will be 10:30, Thank you 
very much. 

Mr. Gorman. Thank you, Mr. Chairman. 

Senator Krerauver. Our next witnesses will testify together. They 
are Dr. Lehmann and Dr. Freyhan. 

It is a great service and compliment to the committee that Dr. 
Fritz Freyhan, director of research at Delaware State Hospital, Farn- 
hurst, Del., is with us today. These are most distinguished psy- 
chiatrists and citizens. Dr, Lehmann has received acclaim for his re- 
search on the use of drugs in the treatment of mental illness. Dr. 
Lehmann was among the first to study chlorpromazine on the North 
American Continent. He is a recognized authority on tranquilizers. 
He has served for the last few years as a member of a group of 
scientists advising the Psychopharmacology Service Center of the 
National Institutes of Mental Health on the awarding of research 
grants. 

Dr. Freyhan has been active over the years in the evaluation of 
drugs for the treatment of mental illnesses. His many published 
papers testify to his far-reaching research on tranquilizers and related 
drugs. He is widely respected as a leading expert in this field. 

Gentlemen, before starting with you, we will have a recess. Then 
I believe that Dr. Lehmann has a prepared statement. We will hear 
your prepared statement for a little while, but I do not anticipate that 
we will finish with your testimony until we come back this afternoon. 

Before we start with that testimony, suppose we have about a 5- 
minute break. 
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(Short recess taken.) 

Senator Keravuver. Dr. Freyhan, will you come around, and Dr. 
Lehmann. Dr. Lehmann, I believe that you have a prepared state- 
ment, and then Dr. Freyhan will comment. We want to have your 
full comments. \'e are not really rushed for time. Just take all the 
time that you wish. 

All right; proceed, doctor. Do members of the press have copies 
of Dr. Lehmann’s statement? Do you have any more, Dr. Lehmann? 

Dr. Leumann. I brought about 23 or 24 and gave them to Dr. 
Blair, so I don’t know. 

Senator Keravuver. This is eight pages, sir. 

Dr. LenMann. Sir, I will just talk to it. 

Senator Krrauver. We will, sir, have our staff mimeograph copies 
so that they will be available in this afternoon, and we will do the best 
we can to get along now. 

Very well, Dr. Lehmann. Will you read your statement or talk 
about it or whatever you wish to do? 

First, I don’t think I covered your background, your eminence in 
this field, as fully as I should. 1 know you are a very modest man. 
Will you enlarge upon what I had to say? 


STATEMENT OF DR. HEINZ LEHMANN, VERDUN PROTESTANT 
HOSPITAL, MONTREAL, CANADA 


Dr. Lenmann. No; thank you very much. I think you covered it 
very adequately, Senator. 

Senator Krravuver. Very well. 

Dr. Lenmann. I brought along this summary statement; and, if I 
may be permitted, I will briefly talk around these points. I was given 
to understand that it would be of some interest to say something 
about the way it all started, how the so-called tranquilizers came into 
being or into being understood and into business. About 1950 the 
French anesthetist Laborit commissioned the laboratories of the phar- 
maceutical manufacturing plant of Rhone-Poulenc to develop a hele: 
thiazine compound with minimal antihistaminic and maximal seda- 
tive properties. 

Antihistaminics are drugs used in the treatment of hay fever, hives, 
and other allergic diseases. A family of chemical substances with the 
so-called phenothiazine nucleus had turned out to be particularly ef- 
fective for this purpose but until then the drowsiness these compounds 
produced had been considered an undesirable side effect. 

There occurred a turnabout when the French anesthetist Laborit 
had the imaginative idea to utilize exactly this side effect. 

Senator Kerauver. Who is that who had a brilliant idea? 

Dr. Lenmann. A French anesthestist, not a psychiatrist. but some- 
body dealing with anesthesia. For the purpose of producing new 
effects in anesthesia, he wanted to make a virtue out of this apparently 
undesirable side effect and asked Rhone-Poulenc Laboratories to pro- 
duce a drug with a phenothiazine nucleus like all the other antihisti- 
mines made but one which would have minimal antihistaminic effects 
and maximal side effects, that is this particular drowsiness. 
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So Poulenc Laboratories came up with such a drug and that was 
chlorpromazine or Thorazine. Leboret used it in anesthesia, and 
a little later, a year or two later, two French psychiatrists, Delay and 
Denicker at the University of Paris used the same drug in mentally ill 

ple who were very excited, because it had these drowsiness produc- 
ing —— and they wanted to see what it would do in people 
who needed to be sedated. 

They found it was very effective in very severe mental illness, par- 
ticularly during the acute stage of excitment. 

By 1953 work with the same drug was started on the North Ameri- 
can Continent, Canada and the United States, and here three new 
things were discovered about this drug. 

Senator Kerauver. You speak of Canada. That was your work? 

Dr. Lenmann. Yes, that was work at our hospital. 

Senator Keravuver. In the Verdun Protestant Hospital at Montreal ? 

Dr. Lenmann. Yes. 

Senator Kerauver. And you and another physician at Verdun 
Hospital were the first to use the drug on this continent ? 

Dr. Lenmann. That’s right, we published the first English article 
on this. 

Senator Krerauver. How much later was it when something was 
done about it in the United States ? 

Dr. Lenmann. They had been working on it about the same time 
here, but not as systematically, and not—perhaps I should put it in 
this way. I have often been asked why we had a jump from the 
United States in Canada, why the first English — article came 
from us and not, for instance, from England, the people there being 
much closer to France where the work had already proceeded for a 
year and a half or two—and the reason might be the following, a 
rather mundane one. 

The previous work in French had been published in various articles, 
but by French speaking people in the French language. Now first 
of all, not everybody reads French. I happen to speak French at 
home because my wife is French Canadian so that is no difficulty. 

But there was another barrier which is even more important and 
that is the following. Several times when we were beginning to work 
on the drugs, I spoke to other colleagues and also I remember once 
to a professor of psychiatry from England who was visiting Canada 
at that time and he was very interested in this work. 

I told him he could get firsthand information by just going to 
France which was an hour from where he was working. He said “Oh, 
well, you know the French people. What comes from there?” And 
this attitude in regard to scientific advancement, I think, was definitely 
a barrier, because there is for me no other explanation as to why not 
year earlier or a year and a half earlier the same investigations on 
this drug had been carried out in the United States of America or in 
England or in Canada. 

Senator Keravver. At least one line of my family being distantly 
removed from France, we all highly respect the French people and 
also their research in drugs. You didn’t mean his statement to be a 
reflection upon them generally, of course? 
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Dr. Lenmann. Certainly not on French science. But I am afraid 
on some of the attitudes that we have toward research in other coun- 
tries, in research circles. But that is simply a personal opinion. 

When we did work on it, and about the same time the work was 
started in the United States, it was soon found that three things could 
be done that the French had not yet done. First of all the dose could 
be increased very considerably. 

Nowadays we use much larger doses than the French people used 
then. Secondly, many more psychiatric conditions, that is, severe 
mental illness, responded to the drug than the French had suspected 
in the beginning. 

And finally, it was also found that this was really representative of 
a new family of pharmacological agents or drugs, in that the effects 
it produced were different, essentially different, not only in degree, 
from the effects produced by other sedatives. If I may speak on this 
for a minute, other sedatives such as barbiturates or alcohol, which is 
also a sedative or paraldehyde; in other words, the time-honored, well- 
known sedatives, produce effects which are different from the so-called 
tranquilizers in that they produce more confusion, more mental fog- 
giness, more clouding of the mind than the tranquilizers do. 

The only justification for really having a new name for this group 
of drugs, and tranquilizers is not the best name at all but we are stuck 
with it now—the only reason to assume that there is really a new 
class of drugs is, because the same amount of quieting effect can be 
produced with a much lesser amount of clouding effect than with the 
older sedatives. Until 1953 it was a foregone conclusion that if some- 
body took a drug and was sedated, that he also must therefore have 
become impaired in his reasoning power and his concentration, and 
so on. Since then, we have been able to separate the two effects, and 
it is now known that one can sedate a person, make him quieter, with- 
out necessarily impairing his reasoning power. 

This is what a good tranquilizershould do. 

Senator Keravver. You mean barbiturates and other drugs of that 
sort, and you include in that alcohol, also, as producing the same 
calming effects, but a whole lot more cloudy effect. 

Dr. Lenmann. Exactly. 

Senator Kerauver. They put you to sleep ? 

Dr. Lenmann. Yes. 

Senator Keravuver. By a very slight degree; let’s say one-half of 
1 percent; I am learning something about medicine and drugs, and 
this is very interesting. Go ahead, sir. 

Dr. Lenmann. One other characteristic of the so-called tranquiliz- 
ing drugs would be the fact that such a drug, while quieting the 
patient who needs it, will also have a therapeutic effect; that is, will 
actually have a treatment effect, and not only deal symptomatically 
for the moment with the particular symptom—for instance, excite- 
ment. 

While barbiturates for instance, or alcohol might quiet. somebody 


who at the moment is excited, they will not help in the basic condition 


which in the first place made him excitable or more irritable. So, 
these tranquilizing drugs, if they are good and real tranquilizers, 
should have a therapeutic effect in addition to their symptomatic one. 
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We had worked with the drug Thorazine first in an experimental in- 
vestigation to show that it is really different in its effects on the 
brain from the other sedatives that we knew. 

This work was done first on nurses and other doctors, interns— 
normal volunteers. After it had been started and the experimental 
findings established and the clinical findings also turned out to be 
unexpectedely good, the work was published. About the same time 
or within a month or two there were other papers appearing in the 
English-speaking literature on other tranquilizers, particularly on 
this one on chlorpromazine, and then on the second big family of tran- 
quilizers, the rauwolfia or reserpine drugs. 

Perhaps I should say one other thing about the characteristics of 
tranquilizing drugs. ‘There are two classes of tranquilizing drugs, 
and this is somewhat obscured by the nebulous term, “tranquilizer,” 
which is not a scientific one, but a popular one which now has become 
the label also in scientific journals. One is the class of what one might 
call the major or “big gun” tranquilizers, which are really effective 
in major mental] diseases and have produced almost revolutionary 
changes in mental hospitals because of their therapeutic impact. 

The other class of tranquilizers, the one that most of the advertising 
literature is about, are usually simply glorified sedatives of the older 
class. ‘They are advertised for anxiety states, tension states, and 
are not effective in the major mental diseases for patients in mental 
hospitals, for instance. And one will always have to ask distinctly 
what kind of tranquilizer one is referring to: class 1, which has 
proven its effectiveness in mental hospital patients, or class 2, which 
may or may not be effective against anxiety and where the effect is 
mainly of a symptomatic nature. _ 

Senator Krraver. In the committee discussion of these two types, 
we use the word “potent” to refer to the major kind, and “mild” to 
refer to the other kind. I guess that is not a very good way to refer 
to them, is it ? 

_ Dr. Lenmann. Well, if it is understood what is meant by it, it 
Is as good as any, I would say. 

Senator Krrauver. This Rauwolfia, as I understand it, was used 
tocalm people in ancient times? 

Dr. Lenmann. They did, but they used about a hundredth or less 
of the dosage that we are using now. The big breakthrough. came 
with the tremendous increase in dosage and the courage to push the 
dosage up to the degree that would be effective in most people, not 
only in a few. 

Senator Keravver. Thank you, sir. 

Dr. Lenmann. And this pushing up of dosage became possible only 
+ i _ product had been purified and the alkaloid had been ex- 

acted. 

_There are four main effects of tranquilizers. First, as already men- 
tioned, they produce an immediate symptomatic effect to sedate an 
excited patient. Second, they can terminate or shorten an acute, 
severe, mental breakdown. 

Third, they are sometimes effective in chronic mental patients, in 
those patients who have been lost sometimes for 10, 15, or 20 years in 
the back wards of mental ‘hospitals appeared ridiculous in 1950 to 
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even suggest any therapeutic attempts. These patients can now some- 
times be salvaged and rehabilitated. But only with these drugs. 

Finally, these drugs have found very important use in so-called 
maintenance'therapy. Patients who have been discharged from men- 
tal hospitals can be kept symptom free and functioning well and 
working as long as they take their drugs, very much like a diabetic 
who will be symptom free as long as he takes his insulin, but will be 
relapse if he stops taking it. Most of these patients on mainteance 
therapy would relapse if they would not be taking the drug. 

This presents problems, because these potent tranquilizers, the ones 
that are effective in mental hospital patients, in severe mental illness, 
do have side effects, often effects which are not pleasant. None of them 
are pleasant to take. The advantage of this is that there is no addic- 
tion to the potent tranquilizers because the effects are unpleasant, cer- 
tainly nothing to recommend it to the patient who takes it. 

But the disadvantage of this is that patients are reluctant to take it 
and, as Senator Dirksen pointed out before, there is often a very 
marked resistance to taking pills, particularly on the part of a patient 
who has been as he thinks cured in a mental hospital, has gone home, 
and wants to stop taking these pills all the time. And if these pills 
are in addition very expensive, as they might be, then there will be 
compounded a rationalization in many cases and the patient says, “I 
don’t want and don’t need these pills in the first place, and, secondly, 
it is a burden on my family. I can’t afford it. Therefore, I will stop 
taking them.” 

So, rather than making it difficult pricewise for them, it would 
appear to a psychiatrist that there should be an inducement to take 
these pills. One should pay the patients for taking them rather 
than the other way around, because if the patient doesn’t take them, 
and this is the psychiatrist’s daily problem—how to convince his 
patients and how to make sure that they take them? Sometimes they 
pretend to take them, and throw*them away, and they swear they did 
take them, but nobody believes them. There has to be a very power- 
ful inducement to insure that patients will take these pills. 

Otherwise, patients will relapse. And a high price is certainly a 
big obstacle here. 

I have a few notions on the overuse and the danger with some of 
the minor tranquilizers. From what I just mentioned, it would be 
obvious that there is hardly any overuse, certainly not on the part of 
the patient—and very little on the part of the doctor—of the potent 
tranquilizers, because patients don’t like to take them, and that settles 
the question. They will only be taking them when they have to be 
taken. But the less potent ones, the ones where the therapeutic effect 
has not been proven, these are often overused to a tremendous degree. 

First of all, the less potent tranquilizers are sometimes effective in 
anxiety states and tension states. Now, we don’t know the cause of 
schizophrenia, for instance, or of several other mental diseases, but it 
is likely that some physical factor is involved and, therefore, a physi- 
cal agent like a pill in the form of a potent tranquilizer would be 
logical as a weapon against it. But, in the case of anxiety and ten- 
sion, we do know that practically all of the anxiety and tension states 
have psychological reasons, and to fight a psychological condition with 
a physical agent doesn’t make such sense. In fact, most psychiatrists 
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would agree that you cannot cure an anxiety state with pills, no mat- 
ter what the name of the tranquilizer is. They may help in states 
of acute anxiety; they may help in the general treatment program 
of peaks and crises of tension, but they are not of the importance of 
the potent tranquilizers in the area where the latter’s effectiveness is 
proven ; namely, in mental illness. 

Furthermore, if the minor tranquilizers are abused, prescribed too 
much, taken too much, then there is a danger of addiction. Certainly 
as regards one of them, Meprobamate, Miltown, Equanil and sold 
under various other trade names, it has been proven that large doses 
over a long pen of time, over several weeks, may produce addiction 
just as barbiturates. Also, there always is the danger of psycho- 
— dependence. In other words, somebody who is used to taking 
pills at the slightest upset he feels will finally become incapable of 
tolerating any kind of stress and will become dependent on a pill at 
the slightest bit of tension that he feels, and that may stifle his 
spontaneity, his creativeness, his independence. So there are dangers, 
psyhcological and physical dangers, with the minor tranquilizers. 

I have a few comments on advertising and promotion. Perhaps 
Ishould leave this out right now. I suppose that will come up in the 
discussion, but if I may say one thing, Senator Kefauver, about the 
point that Mr. Gorman made about contracts, the contracts not being 
given to industry or not having been sought after. 

As a member of the Psychopharmacology Service Center, I have 
been a member of its Advisory Committee for several years, I know 
a little about what is going on, and I can say this much: that any 
scientist—and in the sections which award these grants most of us 
wear at least our cap of the basic scientist—that any scientist is basical- 
ly and primarily research minded. Now, if an application comes in 
from a ives firm it will be under a handicap to start with. It shouldn’t 
be that way but, in all fairness, it is that way because scientists just 
take a somewhat dim view of a commercial firm going in for research. 
Therefore, the commercial firms are not too much encouraged to apply. 
They have applied and they have also been rejected at times. We do 
say that we use the same criteria as for noncommercial outfits as far 
as research projects are concerned, but I think we take a somewhat 
sharper look at the criteria. 

Also, of course, our group is primarily interested in basic research, 
while commercial firms are not. They should be. But, again, we 
would be suspicious whether they really are. I think there is a lack 
of public relations and, until confidence is established on both sides, 
there probably will not be much success with these contracts with in- 
dustry, even if the money is available. The other thing that I 
would like to mention is the need for screening new drugs. In my 
personal opinion, I do not see much of a need to screen for many 
more new agents to help us in the fight against mental disease. We 
have quite a number, and if we knew how to use them all well we would 
have enough to do, I think, to treat our patients. There are a few 
reasons given for producing new drugs. One is, of course, that there 
may always be a better one. 

hat is very questionable. There hasn’t been a very much better 
one than the very first ones that came out, in the 6 or 7 years of 
frantic research since then. 
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Senator Kerauver. Are you limiting that to tranquilizers ? 

Dr. Lenmann. To tranquilizers, now. 

Senator Kerauver. We had some of the same testimony in connec- 
tion with steroid hormones, There are high claims, but, when the 
dust settled, there weren’t a great many improvements. 

Dr. Lenmann. There are some advantages to have two or three 
representatves of a class of tranquilizer, because various drugs have 
various side effects. For instance, for the ambulatory patient who is 
working and goes to his private doctor for a tranquilizer, it is im- 
portant that he will be awake and not sleepy during the day, because 
he has to work. On the other hand, for a patient who is hospitalized 
such a side effect of drowsiness would be no major objection. It might 
even be an advantage. 

Again, there may be other side effects which are particularly unac- 
ceptable to one patient or one doctor and not to another. So, while 
there is reason for having two or three representatives of each class 
of drugs, I cannot see, personally, any reason for developing an ever- 
increasing number of some 60 or 70 so far. 

About 1950 the French anaesthetist Laborit commissioned the labora- 
tories of the pharmaceutical manufacturing plant of Rhone-Poulenc 
to develop a phenothiazine compound with minimal antihistaminic 
and maximal sedative properties. (Antihistaminics are drugs used 
in the treatment of hay fever, hives and other allergic diseases. A 
family of chemical substances with the so-called phenothiazine nucleus 
had turned out to be particularly effective for this purpose but until 
then the drowsiness these compounds produced had been considered an 
undesirable side effect.) Making delibe rately a virtue out of this par- 
ticular effect on brain mechanisms (the drowsiness) the phenothiazine 
compound, chlorpromazine (Thorazine) was produced in Poulenc 
laboratories. By 1952 the French psychiatrists, Delay and Deniker, 
had established that Thorazine was a most useful drug in the treat- 
ment of acutely excited mental patients. By 1953 work on the drug on 
the North American continent was begun (Canada and the United 
States of America) and three new discoveries were made: 

(1) These drugs when tested objectively in comparison with older 
well known sedatives (barbiturates, paraldehyde, alcohol) produced 
essentially different psychological effects and were thus proven to be- 
long into a new hitherto unknown class of drugs influencing human be- 
havior. This class of drugs has later been designated as tranquil- 
izers—a rather unfortunate label but one about which we can do very 
little now. 

(2) Employing much higher doses than the French investigators 
had done, therapeutic effects could be achieved which had previously 
appeared impossible. 

(3) A great number of psychiatric conditions particularly among 
the more severe mental diseases which had not been thought to be sus- 
ceptible to treatment with these new drugs, were definitely shown to 
be favorably influenced by them. 
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SOME CHARACTERISTICS OF TRANQUILIZING DRUGS 


There are two classes of tranquilizing drugs: 

(a) The ones that have proved unexpectedly effective in the treat- 
ment of major mental diseases and these are in particular the so-called 
phenothiazine derivatives (a whole group of various compounds all 
with the phenothiazine nucleus in common) and the rauwolfia deriva- 
tives (a number of drugs derived from the rauwolfia plant growing 
wild in India). 

(b) The great number of very different chemical compounds which 
all have in common that they produce some “tranquilizing” (sedative) 
effect and consequently may be useful in the symptomatic manage- 
ment of anxiety and tension states. This latter class of tranquilizing 
drugs, however, has so far not proven to be of any value in the treat- 
ment of the more severe mental diseases. 

One could describe the major therapeutic effects of the “big tran- 
quilizers,” in particular phenothiazine derivatives, under four differ- 
ent headings. 

(1) They produce an almost immediate symptomatic effect in states 
of excessive excitement. (Sedation.) 

(2) They can terminate or shorten an acute severe mental break- 
down. 

(3) They are not infrequently therapeutically effective in chronic 
mental patients who after years or sometimes decades of hospitaliza- 
tion and fruitless therapeutic efforts had been given up as utterly 
hopeless. A sizable number of such patients has been and will be 
rehabilitated to the point of being self-supporting in the community. 

(4) They can be used in “maintenance therapy” which means that 
mental patients who otherwise would relapse into a state of severe 
mental disturbance may be kept for years or some times indefinitely 
in a normal state as long as they are taking their prescribed special 
medication. As an analog one might recall here the diabetic patient 
who will remain well as long as he is taking his insulin. 

There were other therapeutic agents—shock therapy, other drugs, 
psychotherapy, or simply the passage of time—which could take care 
of points 1 and 2 in this therapeutic program, but points 3 and 4 re- 
ferred to above, that is, the treatment of “hopeless” chronic patients 
and the maintenance therapy of a person who might otherwise relapse 
into his illness have become possible only since the introduction of the 
new drugs. 


PROBLEMS OF MAINTENANCE THERAPY 


The problems of maintenance therapy may be divided into four 
categories : 

(1) Possible undesirable side effects of the drug administered daily. 
Those may range from dry mouth and sleepiness to skin rashes, severe 
mental depression, and even fatal blood or liver disease. 

(2) The patient’s unsupervised overuse of tranquilizing drugs with 


resulting dangerous physical and even more dangerous psychological 
effects. ( Addiction.) 
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(3) The patient’s resistance to taking the prescribed medication 
because of some possibly harmless but rather unpleasant side effects 
such as dry mouth, drowsiness, et cetera. This latter problem is a very 
real one in the followup treatment of the patients discharged nowa- 
days from mental hospitals since they often may pretend to take their 
drug but secretly throw it away, and they will find any excuse to get 
around taking it. 

(4) The economic price barrier to the patient. Since these drugs 
will often have to be taken for months, sometimes years, and occasion- 
ally indefinitely and since the price of all these drugs is high, this con- 
stitutes a constant drain on the patient’s financial resources. 

One can easily see how a combination of points 3 and 4 will com- 
pound itself into a powerful rationalization for the patient not to take 
the prescribed medication since in the first place, he does not like it 
and in the second place, it is very expensive. Since neither dramatic 
symptoms such as inflamation or fever as in the case of the need for 
antibiotics nor compelling symptoms such as pain as in the case of 
the need for analgesics are reinforcing the taking of maintenance 
tranquilizing medication, the patients often argue that they do not 
want to be an economic burden on their family while in reality they 
do not want to take the drug. 


OVERUSE AND ADDICTION DANGER WITH SOME OF THE TRANQUILIZERS 
None of the “major or big gun” tranquilizers bo rpg and 


rauwolfia derivatives) have been known to cause addiction because of 
the usually unpleasant side-effects which they produce. There has, 


however, developed a dangerous abuse of the less important miscel- 
laneous tranquilizing drugs, those that are to some extent helpful in 
the alleviation of tension and anxiety but have no therapeutic value 


in the treatment of the major mental diseases. Of these less important 
tranquilizers, one Meprobamate. (Miltown, Equanil has for years 
assumed the leading role. It has been popularized in cartoons, TV 
quips, through a tremendous advertising campaign, and has convinced 
people of its merits by giving them temporary, short-lasting relief of 
unpleasant tension states without producing any other unpleasant side- 
effects. There is, in my mind, no doubt that the abuse of the minor 
tranquilizers and of Meprobamate in particular is tremendous. Per- 
haps it should be pointed out in this connection that a certain optimal 
degree of tension and anxiety is required for every human being to be 
effective at his full capacity. It is true that excessive anxiety and 
tension should be treated but since the cause of them is almost never 
a physical one, the real cure for them could not be achieved by a pill. 

It has been established for some time that large doses of Mepro- 
bamate, but not outside the range of doses which are applied by some 
physicians in their practice. continued over a period of several weeks 
will produce addiction. If a patient who had received 2,000-4,000 
milligrams (5 to 10 tablets a day) would suddenly stop taking this 
medication, he might develop extremely severe and dangerous symp- 
toms, possibly accompanied by convulsions, and so forth, 
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COMMENTS ON ADVERTISING AND PROMOTION 


An ad promoting a pharmaceutical product should, in my opinion, 
be characterized by the following factors: 

(1) It should state clearly but in scientific and technical language 
the indications for the use of the product. 

(2) It should make brief reference to the class of drugs to which it 
belongs or to the general mechanism by which it acts if these are 
known. 

(3) It should point to well established advantages of the particular 
drug if such exist, for instance, a lower incidence of side-effects; a 
more convenient way of administration, shorter time required for 
therapeutic action, and so forth. 

(4) It should not be replete with negative statements unless they 
refer to definitely established and documented facts. Even then a 
great number of negative statements seem to be aimed at producing two 
effects : 

(a) To draw the reader’s attention away from some of the perhaps 
not so desirable positive effects of the drug. 

(b) To point the finger at all the “bad” competitive products which, 
the presumption would be, are suffering from all these bad features. 
The latter, however, is again often not established and practically 
never documented, 

(5) They should avoid the use of flowery unscientific, and unpro- 
fessional language (e.g. “revitalized depressed patients,” “bitter, 
sombre, crushed”—when the words mean depression—“effective treat- 
ment is”). There should be no dramatization by startling and shock- 
ing the reader with highly dramatic pictures or pictorial sequences 
which are, of course, as everybody knows but not instantly remembers, 
staged. There would appear to be no objection to the use of color, 
symbolic and abstract “attention magnets” even in a professional ad. 

(6) There should, of course, be no misleading statements, that is, 
statements which cannot be documented in exactly the sense in which 
they are intended to be taken (e.g. “antidepressant activity within 
the first few days, complete recovery occurs within 2 to 6 weeks”). 
The latter two statements are true to the extent that perhaps 5 to 10 
percent of the patients will respond to the particular drug in question 
within the first few days and complete recovery within 2 to 6 weeks 
a be achieved in 30 to 50 percent of the patients. The impression 
is left with the physician who hastily glances at the ad that these 
desirable features characterize the drug in the majority of its appli- 
cations. 

Senator Kerauver. Dr. Lehmann, will you proceed ? 

Senator Hart will preside, temporarily. 

_Dr. Lenmann. May I then just make three comments on the adver- 
tisng. Like most psychiatrists, I feel that one is subjected to a great 
assault of unwarranted and undocumented and sometimes very un- 
professional advertising literature. A good ad, if it really would help 
the physician to inform him as it should about new Suan would 


simply state clearly and in scientific and technical language, not in 

own-up dramatic language, it would state in scientific and technical 
language the indications for the use of the product. It should make 
brief reference to the class of drugs, chemical to which it belongs or 
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to the general mechanisms, physiological mechanisms by which it acts 
if these are known, and it should point to well-established advantages 
of the particular drug if they exist, and should also point out the 
caution and precautions and side effects that apply to that particular 
drug. 

(At this point, Senator Kefauver left the hearing room. ) 

Dr. Lenmann. All of this should be documented and one should 
not make definite claims in the first 6 months or.even year of working 
with the drug because many of the side effects, sometimes the most 
dangerous complications and side effects of drugs, appear only after 
the drug has been in use for a year or more. So to make the statement 
that a drug is not addiction forming or doesn’t produce any danger- 
ous side effects within the first year is really quite preposterous and 
rather meaningless for anyone who knows the field. For a physician 
who is not a specialist in the field, it may be simply misleading. I 
think this is all I would have to say at this point. 

Senator Harr (presiding). Doctor, thank you very much. It was 
the suggestion of the chairman, and I assume agreeable to our wit- 
nesses, but let me restate it, that we now receive the oral statement of 
Dr. Freyhan, and then we will defer questioning or development of 
the two statements until after the recess, if this is agreeable to the 
witnesses, 


STATEMENT OF DR. FRITZ FREYHAN, DIRECTOR OF RESEARCH, 
DELAWARE STATE HOSPITAL, FARNHURST, DEL. 


Dr. Freyuan. I do not have a prepared statement, but I think I 
can make a few pertinent comments in order to explain, first of all, 
the circumstances under which I came into the field of psychophar- 
macological investigations. 

I think it may perhaps be appropriate to turn contemporary his- 
torian as Dr. Lehmann already has done, and say that when I first 
heard about chlorpromazine, it was through the literature in Europe. 
And when I tried to find out whether this new drug was available for 
investigation in this country, I heard that this was the case if I would 
get in touch with Smith Kline & French Laboratories. 

Senator Harr. Doctor, may I interrupt? I am not clear whether 
in the introductory statement made by the chairman concerning your 
background the point was made clear, and I am now inquiring whether 
my impression is correct, that you were one of the four initial investi- 
gators or researchers into what is now known as Compazine. Am | 
correct in this? 

Dr. Freynan. Yes, sir. Before I worked with Compazine I started 
to investigate Chlorpromazine. In other words, I think that the Dela- 
ware State Hospital where I am clinical director and director of 
research was one of the first psychiatric hospitals in this country that 
began clinical psychopharmacological investigations. 

We started in March 1954. The first drug which then was available 
for this research was Chlorpromazine or as it is known in this country 
“Thorazine.” 

The investigations of Compazine were initiated in November 1955, 
so if you will permit me to do so, I will come to that in just a moment. 
I think in order to come to grips with the somewhat complex if not 
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bewildering circumstances which surround drug research and about 
which we have already heard a good deal this morning, one must try 
to reenter the situation as it was then. 

Here was a new drug. Smith Kline & French Laboratories had 
it. When I contacted them they had never really heard of me and I 
never had contact with them. 

They were delighted that there was interest in this drug. At that 
time they were trying very hard to find clinical investigators in uni- 
versity hospitals and in other acknowledged institutions. That was 
however an era in psychiatry, one must always point out, in which 
there was great skepticism about the effectiveness of drugs in the 
treatment of mental disorders. I think it is therefore only fair to 
say that the first and very decisive initiative to arouse interest came, 
almost had to come, from the pharmaceutical houses. 

Academical psychiatry was reluctant. Clinical psychiatry was re- 
served, and when the first studies were reported and published, there 
was as a matter of fact a great deal of skepticism as to whether this 
was all imagination of a few naive and untrained observers, or 
whether these results were really as specific or decisive in particular 
cases as had been reported. 

In the beginning therefore the term promotion connoted an intel- 
lectual and scientific promotion, to stress that this drug treatment 
was novel and unique and not merely a repetition of things which 
had been done before with drugs that had come and gone. 

The investigative initiative in the beginning rested with the large 
psychiatric hospitals, some of which were equipped to do clinical re- 
search while others were not. 

Therefore, some of the results were good, and others bad, and that, 
of course, brought about a good deal of criticism, depending on the 
type of report that had been published. 

f we talk today about the era of psychopharmacology, we must 
remember that this is still a somewhat perplexing designation. There 
are people who would deny that we are in such an era. 

But I think for all practical purposes we wouldn’t be here today 
if something had not happened which had transcended all the usual 
delineations between clinical psychiatry and other areas of medicine. 
Here were drugs with such new effects that they could not just be 
understood by anyone in terms of what had been known before. 

Suddenly the clinician needed the pharmacologist; the pharmaco- 
logist needed the experimental psychologist. Everybody needed the 
statistician to consult on research methods. And so the traditional 
lines between psychiatry, medicine, and other sciences were crossed, 
and a great many people really had to start to cooperate in order 
to produce an insight into the action of these compounds. 

The therapeutic techniques had to be changed. New ones had to be 
created because these drugs lend themselves to new types, of ap- 
proaches. Gradually a tremendous amount of interest was generated. 

esistance was overcome, and the picture then changed from year to 
er until it was generally recognized that this was a wide new field, 

ut that nobody had a monopoly on psychopharmacology. 

It was in the true sense of the word an interdisciplinary problem 
in medicine and a social challenge in as far as public health was con- 
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cerned, because of the applicability of drug treatment to a great 
number of patients who would never have been treated with drugs 
in the past. 

I think one must keep this development in mind, this newness, this 
assuming of new roles by oniiek , if one wants to analyze now 
why some things have gone wrong and why certain conditions may 
have to be reevaluated carefully. 

You already mentioned that I was one of the original four investi- 
gators of the drug whivh is now know as Compazine. When this drug 
was sent over from France—Smith Kline & French agreed that, 
rather than giving it to a great many investigators, only four investi- 

ators should work with it for a year before any further studies in 

ospitals should be conducted. We had sort of a gentleman’s agree- 
ment that we would not rush into any publication until we had cer- 
tain results; this agreement was kept. 

That brings up another problem which leads us into the area of the 
promotional literature. In this particular instance, it was decided 
that the first papers on the results with this drug should be presented 
at a meeting which was jointly sponsored by the American Psychia- 
tric Association and the Department of Psychiatry at the University 
of Pennsylvania, of which I am a member. 

And so the papers were presented at this meeting, but, by virtue 
of being presented there, they became the property of the American 
Psychiatric Association, which publishes these conferences in special 
lan This takes time, and this particular volume was published, 
T believe, in 1958, which is close to 2 years after the original presenta- 
tions were made. 

That meant that the drug was going on the market, and that refer- 
ences had to be made to articles which had been written and reported 
but which were not yet available for the reader. 

I think that that is a pertinent problem to which Dr. Lehmann 
has also referred; namely, that ‘it takes a long time before papers 
are actually published. 

Meanwhile, a drug has been cleared by the Federal authorities and 
is put on the market. It may depend very much on the sense of re- 
sponsibility and the general policy of a particular pharmaceutical 
house whether a drug will be presented with unverified claims and 
with statements which have not been properly substantiated. 

The initial promotion may be done carefully, but there remains 
the problem of getting publications out. There is even a problem 
of getting clinical reports accepted for publication in leading journals. 

Because there is a great backlog oF accepted manuscripts a year 
or a year and a half may pass before this paper which has been 
swecepted by the journal will be published and now be available to the 
interested reader. 

I think that this is one reason why the Psychopharmacology 
Service Center of the NIMH has already taken steps to make interim 
report available which can be sent around to doctors and investigators. 

At any rate, I think this is an enormous problem. Now, another 
problem concerns psychopharmacological research. Undoubtedly 
these new treatments had to compete with established ones, and they 
had to compete in two ways. 
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First, which treatment was more effective? That was difficult to 
decide and it has not been in all aspects clarified. Second, was it 
wise to combine older treatments with drugs? 

As a result, many conferences were sponsored nationally and inter- 
nationally. I think it is fair to say—and Dr. Lehmann and I have 
attended many of these conferences in this country, in Canada, and 
in various European countries—that anyone would be willing to admit 
that we still are at the Pe of understanding some of the actions 
of the new compounds, that some of the principal effects are known, 
but that there still remain many problems to be solved. 

Now, this is the point that I want to make. When it comes to 
clinical research, there are all kinds of clinical types of research which 
must be done. Perhaps the greatest danger would be to standardize 
research in such a way that there would be “superinstitutes” which 
specialize in drug evaluations. 

While there are types of research that can only be done in special 
institutes and while some validation studies of early impressions can 
only be carried out as joint efforts under a central control, good re- 
search depends very much on the type of patient material that a 
hospital has and the number of investigators with particular — 
of experiences. Therefore, I believe that not centralization but divi- 
sion of research should be considered, and that this is to be sponsored 
inas many hospitals as possible to give many investigators a chance 
tomake some original observations. 

This statement may disagree with what Mr, Gorman said, but I 
fear that overcentralization of research could easily lead to sterility. 
To promote originality we need many people to investigate under 
various circumstances against the background of their particular ex- 
perience. The literature will bear me out that some of the most 
important observations, actually the first observations on the effects of 
chlorpromazine in France, were made on an ordinary basis in a typical 
Eapiatric hospital on typical psychiatric patients with agitation and 
other severe disturbances. 

The last comment that I want to make concerns the problem of 
promotional literature, which I think might come up later. 

The main problem here which needs to be discussed involves the 
amount of information which is given to those physicians who are not 
really specialists in the field of psychiatry. ; 

ile it may, even for psychiatrists, be difficult to keep up with 
the literature, psychiatric drugs are now prescribed for many rea- 
sons by every doctor: the family physician, the obstetrician, the pedia- 
trician, and so on. The physician who is not a psychiatrist depends 
that much more on the accuracy of information which comes from 
the promotional literature. 
_ These physicians are less apt to read the articles in the specialists’ 
journals. They might read the American Journal of Medicine, which 
will bring a certain number of psychopharmacological articles, but 
they will rarely read journals devoted solely to psychiatry. 
_ I think one has to keep in mind that prescription of these drugs 
Isno longer the province of the psychiatrist. But the actions of these 

rugs presuppose a great deal of understanding of psychiatric ill- 
35621—60—pt. 16——11 
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ness, of the symptoms of various disorders, of the various methods to 
treat mentally ill patients. 

Therefore, when it comes to promotion, it is not simply a question 
of what the psychiatrist should know. One of the most essential prob- 
lems is how comprehensive information can be made available to the 
multitude of physicians who prescribe these drugs for the patients 
whom they see in everyday practice. 

I think I shall limit myself to these comments at this time. 

Senator Harr. Doctor, thank you very much. We will now 
anticipating with pleasure the return of you two very distinguish 
gentlemen, until 2:30 in this room. 

(Whereupon, at 1:10, a recess was taken until 2:30 p.m.) 


AFTERNOON SESSION 


(At the convening of the session the following were present : Sena- 
tors Kefauver and Hart.) 

Senator Kerauver. The committee will come to order. Dr. Leh- 
mann and Dr. Freyhan, both of you have finished your principal 
statements. Do you have anything else to add on the subject matter 
now? Senator Hart, do you have some questions to ask ? 

Senator Harr. Thank you; no. Not at this point. 

Senator Kerauver. Mr. Dixon. 

Mr. Dixon. Mr. Chairman, as with the companies engaged in the 
manufacture of steroid hormones, we requested, from the four com- 
panies invited to the tranquilizer hearings, the advertising literature 
that they sent directly to the practicing physician. In order that 
it be clear that all of the material we receive will be made a part of 
the committee’s files—— 

Senator Keravver. It will all be made a part of the record, but 
only those that you refer to should be copied into the printed record, 
because it is very voluminous. * 

Mr. Drxon. Yes, sir. Shall we given them exhibit numbers, Mr. 
Chairman, or shall we just have them in the committee files, and 
read from them ? 

As I recall, Senator Wiley made some objection the last time we did 
this because we didn’t put the whole document in the record that was 
ony read from. And I would suggest that since there is not perhaps 
an abundance of them, we give each one of them that is read a num- 
ber, and put the whole document in the record, and refer to it. 

Senator Krravuver. I think that will be satisfactory. Let’s just 
make it an exhibit. I say, in this connection, if you are going to read 
from the literature of Smith Kline & French, that I brought the mat- 
ter to Mr. Munns’ attention that that would be done, in the hope that 
he would stay over or have someone stay over to have an opportunity 
of reviewing or explaining or commenting on any statements made. 
He said that he would rather do that in writing, so I will ask the staff 
to make available to him copies of the transcript for that purpose. 

Mr. Drxon. Mr. Chairman, may the first document that Dr. Blair 
is going to read from be marked “Exhibit 109” ? 
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(Exhibit No. 109 follows :) 
ExuHit No, 109 
Ad No. 1 


‘” ® Habituation does 


not follow the use of 
Miltown and... 

withdrawal symptoms have 
been completely absent. 
Because of its complete 


lack of toxicity and side 


effects in moderate dosage 
Miltown is an ideal drug 


for repeated use.. % 4 
—Pennington, V. M.: Miltown in premenstrual 
tension. J.A.M.A. In press, 1957. 


(Based on a one-year study of 42 patients.) 


Dr. Buarr. Mr. Chairman, the first advertisements I will read from 
relate to the question of whether meprobomate as sold under the trade 
name Miltown by Carter Products is habit forming or addictive. I 
might preface the introduction of these exhibits into the record by 
noting that unlike the other three drug companies who were also 
requested to submit copies of the advertisement literature which they 
sent directly to the doctors during the year 1959, Carter did not comply 
with this request. As a consequence, we have had to obtain their 
advertisements from another source, and the Blatnik committee was 
kind enough to furnish us with their supply of these advertisements. 
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Senator Keravuver. Carter will be here on Tuesday, is that right? 

Dr. Buarr. That is correct, sir. 

Senator Keravuver. I hope they will bring those ads at that time. 

Dr. Buatr. Of course, a necessary drawback is that we do not have 
any advertisements for Carter for say the last year. These advertise- 
ments relate principally to the period 1956-57. 

I would like to read excerpts of these advertisements and pass them 
to Drs. Freyhan and Lehmann and ask them whether or not they agree 
with the parts read or the general nature of the advertisement itself. 

The first advertisement states : 


Habituation does not follow the use of Miltown, and withdrawal symptoms 
have been completely absent. 


Senator Keravuver. That has been marked “Exhibit 109.” 

Do you want to refer to several of them at this time? 

Dr. Buatr. Yes, Senator. 

Senator Kerauver. The next one would be 110. 

Dr. Buatr. I will read the relevant words to this addictive point: 

Nonaddictive, relatively nontoxic, well tolerated. 

Mr. Dixon. The next one is 111. 

Dr. Buair (reading) : 

Well tolerated, nonaddictive. 

Mr. Dixon. Exhibit 112. 

Dr. Buatr (reading) : 

Well tolerated, nonaddictive. 

Mr. Dixon. Exhibit 118. 

Dr. Buatr (reading) : 

Nonaddictive, well tolerated. 

The next one says: 

Mr. Drxon. Exhibit 114. : 

Nonaddictive, relatively nontoxic, well tolerated. 

Dr. Buatr (reading) : 

Nonaddictive, well tolerated, relatively nontoxic. 

Mr. Dixon. Exhibit 115. 

Dr. Bua (reading) : 

Well tolerated, nonaddictive, essentially nontoxic. 

Mr. Dixon. Exhibit 116. 

Dr. Buarr (reading) : 

Well tolerated, nonaddictive, relatively nontoxic. 

Mr. Drxon. Exhibit 117. 

Dr. Buarr. Mr. Chairman, each of these or most of these ads bear 
at the bottom the citation of the medical journal in which the adver- 


tisement superes. For example, the last one bears the citation “Jour- 
nal of the American Medical Association, Jan. 26, 1957,” which indi- 


cates the issue of that medical journal in which this ad appeared. 
There should be enough references to establish the point, namely, that 
Carter Products relies very heavily upon the claim that the use of 
meprobomate is nonaddictive. 
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(Exhibits Nos. 110, 111, 112, 118, 114, 115, 116, and 117 follow:) 


Exursit No. 110 


Ad No. 2 





| for anwiety 


% a ne 
mand tomeion im 
m TEOALD : 
Uduiy ererygday practice 


Sa 


@ nonaddictive, relatively nontoxic, well tolerated. 
* well suited for prolon 


‘@ no blood dyscrasias, liver conkaey, Parkinson-like 
syndrome or nasal stuffiness 


w chemically unrelated to phenothiazine compounds 
and rauwolfia derivatives 


® orally effective within 30 minutes for a —, _ 6 hours 


for treatment of anxiety and tension states _ muscle spasm 





(7% ee LABORATORIES 
te : 4 Brunswick, N. J, 
1, Bs / SUPPLIED: 100 mg. ad tablets (Bottles of 50 tablets) 


Literature and samples available on request 
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Exursit No. 111 
Ad No. 3 


Jor the average 
patient in 
everyday practice 


w well suited for prolonged therapy 
@ well tolerated, nonaddictive, essentially nontoxic 
LLL LO AIT Haus 


« no blood dyserasias, liver toxicity, Parkinson-like syndrome 
. dé nagel stuffiness 


@® chemically unrelated to Aen or reserpine | 
#® does not produce significant depression 
@ orally effective within 30 minutes for a period of 6 hours 


Indications: anxiety and tension states, muscle spasm. 


THE ORIGINAL MELPRORAMAT E 


Miltown 


Tranqutliner with maacle-rdanant action 


DISCOVERED AND — 
By @ warrace LABORATORIES, Now ewiieniids ted: 
yy temnethngl ft -n-peomyted 2- -ptopanddial dichrbamate 1.8. Patent #784, 180 


7 “eubestih 100 Wl. soured tabiete, Uttam: «or A tablet tid, ht 
— oo 


Te MILT OLN 


CM DIOR 


Ad No.M-520 -—=- Job No, CM-3708-Rev. 
Medical Times-~Novernber, 1956 
Osteopathic Profession—-November, 1956 
Modern Drugs-— January, 1957 
Final Proof (A) October 9, 1956 
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[Ad No. M-520—Job No. CM-3708-Rev. Medical Times—Novem- 
ber 1956. Osteopathic Profession—November 1956. Modern Drugs— 
January 1957. ] 

Exuisit No. 112 
Ad No, 4 


no organic 





‘O° contraindications 
{ Looe. \ reported 
: | to date 





@® well tolerated, nonaddictive, essentially nontoxic 
LEE Nets crncrbty oes, 


*% no blood dyscrasias, liver toxicity, Parkinson-like syndrome 
or nasal stuffiness , 


@% chemically unrelated to chlorpromazine or reserpine 
® does not produce significant depression 
orally effective within 30 minutes for a period of 6 hours 


Indications: anxiety and tension states, muscle spasm. 


Miltown 


THE OMIGINAL MEPROBGAMATE 










DISCOVERED AND INTRODUCED 
BY GY WALLACE LABORATORIES, Now frunseict, NJ 


someteyiton- peo pyl-1 1-prspawediot diewebummeale Alb, Paden 2,725,900 
BUPE LIGA: 400 mg. aeuned tablets. Tausl tome; 1 or 2 babhete LA ot 


Literature and Sauspien Avwtiahle os Regwest 
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Ad No, M-509 Joh No, CM-3707 
American Journal of Digestive Dineases--- October, 1956 
American Journal of Gastroenterology~--October, 1956 
Asacrican Journal of Medicine--October, 1956 
Arnerican Journal of Psyebsatry---October, 1956 
Gustroenteroliogy-~-October, 1956 


Genatrics--October, 1456 









Journal of Atlergy--- November, 1456 
Journgi of National Medica) Assaviotion~- Noverber, 1956 
Milttory Mediwinw 7 October 1, 1950 
Neurology-~-Octaber, 1956 
N.Y. Sate Journal of Medicing--October 1 & 15, 1954 
5% ® Final Proof (A) August 14, 1946 
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Exuisit No. 111 
Ad No. 3 


for the average 


patient in 
everyday practice 


® well suited for prolonged therapy 
® well tolerated, nonaddictive, essentially nontoxic 
( no blood dyserasias, liver toxicity, Parkinson-like syndrome 
« dk Nagal stuffiness a 
@ chemically unrelated to aes or reserpine | 
#® does not produce significant depression 
oe orally effective within 30 minutes for a period of 6 hours 
I ndications: anxiety and tension states, muscle spasm. 


THE ORIGINAL MLB RORAMATE 


Miltown | 


Tranquiliver with ——— action 


DISCOVERED AND INTRODUCED. 
By GQ) WALLACE LABORATORIES, tow trunuvic, 7 
_ Homey ton-pronatl propane dichrbomate need Patent #784, 7300 


as Mod ed buat anesthe 


AdNo.M520 = Job No, CM-3708-Rev. 
Medical Times—-November, 1956 
Osteopathic Profession—-November, 1956 
Modern Drugs-- January, 1957 
Final Proof (A) October 9, 1956 
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[Ad No. M-520—Job No. CM-3708—-Rev. Medical Times—Novem- 
ber 1956. Osteopathic Profession—November 1956. Modern Drugs— 
January 1957. ] 

Exuisit No. 112 
Ad No. 4 


no organic 
contraindications 
reported 

to date 


@ well tolerated, nonaddictive, essentially nontoxic 
ALONE Airsorserga oye, 


% no blood dyscrasias, liver toxicity, Parkinson-like syndrome 
or nasal stuffiness 


@ chemically unrelated to chlorpromazine or reserpine 


® does not produce significant depression 
% orally effective within 30 minutes for a period of 6 hours 


Indications: anxiety and tension states, muscle spasm. 


Miltown 


THE OFUGINAL MEPROGAMATE 


DISCOVERED AND INTRODUCED 

ey & WALLACE LABORATORIES, Now Brasswich, NJ 
bem iton: propyl -1 Aprspancitich diewebumate A/S. Podent 2,424,000 

BURY LIGA: 4007 mg. avered tablets, Vnusl stone; 100 2 Labbetn Lil pt. 


Literature and Sam plen Avstiatle os Reywest 
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Ad No, M-509 Jos No. CM-3707 
American Journal of Digestive Dineases--October, 1956 
American Journal of Gantromnterology~--October, 1956 
Asnerican Journal of Medicine--Oertoher, 1956 
Arneriean Journal of Psyrbiatry---October, 1956 
Gustroenteroioy---October, 1956 
Cuviatrics---October, 1956 
Journal of Atietgy---Navember, 1956 
Jaurnel of Notional Medical Agsoviation-- Novernber, 1956 
Milttsry Mediwine ; October 1, 195 
Neusology---Octaber, 1956 
NM. ¥, Srate Journal of Medicinw--Octever 1 fe 15, 1956 
5 * ® Final Proof (A) August 14, 1946 
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Exuisit No. 113 
Ad No. 5 
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addictive, well tolerated, relatively nontoxic 
© well suited for prolonged therapy 
@ no blood dyserasins, liver toxicity, Parkinson-like syndrome or nasal stuffiness 
@ chemically unrelated to chlorpromazine or reserpine 
® does not produce significant depression 
® ovally effective within 30 minutes for a period of 6 hours 


Miata lOns:! emaety ond tension states, muscle spanm. 


Prunes with sant poland action 
DISCOVERED AND INTRODUCED 
Y | WALLACE LABORATORIES, Wew frinaioh, Nd. 


erngthyt-tnprepylel d-propanchiot toarbamete+-U. 8. Patent 2,724,720 


BUPPLARD: 400 my. scored tablea 
200 ng. engar-couted tablets 


UOVAL DOSAGE: Lov? 400 mg tablets tid. 
cm Literature ond Samples Available on Requeint 
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Exursit No. 115 
Ad No.7 


relaxes | 
both mind |. 


d fi i tor anxiety 


wnd temaiun im 


iN US c| G orerygday practice 


@ nonaddictive, well tolerated, relatively nontoxic 
| @ well suited for prolonged therapy 
@ no blood dyserasias, liver toxicity, Parkinson-like syndrome 
or nasal stuffiness 
@ chemically unrelated to chlorpromazine or reserpine 
@ does not produce significant depression 
@ orally effective within 30 minutes for a period of 6 hours 
Ludivine: amalety and tension states, muscle spasm. 


THM OMIGIN AK MRP ROMAM ATE 


Miltown 


Tranquitizer with muarlerelazant action 


OISCOVERED AND INTRODUCED 

BY () WALLACE LABORATORIES, Now firunawict, N. J. 
tmuthyl-t-n-propyl-t A-propanutiot divarbamate--U, 3, Pubemt 2,724 707 
mL Ai: L00 muy, aeored Inblete, Vaal dager 1 or 2 tobheta tA A. 

Literature and Bamyples Avotloble on Reyuost — 


Py ALO 
HEPA RALTE BILLY, 


CM BIDO-94, 


Medical Times-—March, 1957 
Modern Drugey—-March, 1957 
Modern Medicine-—-March 15, 1957 
Osteopathic Profvssion—February, 1957 
Virginia Academy of General Practice~-~-March, 1957 
Sarasota Co. Medical Socicty—March, 1957 
Broward Co. Medical Assoc.--March, 1957 
(434 « #4 im.) Final Proof (A) January 26, 1957 


pi 
{ Ad No. M-529 Job Mo, CM-3708--Revise 2 
i 


T"itiehpobesostscuseesenen emronenese 
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Exursit No. 116 


# well tolerated, nonaddictive, essentially nontoxic 


esenssthbsesastODSC HONS SbbAOMapsAbeagytiess 


& no blood dyserasias, liver toxicity, Parkinson-like syndrome 
or nasal stuffiness 


# chemically unrelated to chlorpromazine or resefpine 
& does not produce significant depression 
és ovally effective within 30 minutes for a period of 6 hours 


Indications: anxiety and tension states, muscie spasm. 


Teanguiliver with muwleredorant atin, 


DISCOVERED ANQ INTRODUCED 

BY GY) WALLACE LABORATORIES, New Mynorwiet, NI. 
Cometh Roneprogylel A-progenodich Metrbarsote-- 8, Potent 2,204,700 
RUPPLIEM: 200 mp. soured totletn, Vaeual dome, 2 on 2 bobble 10 

Literature and Basvples Avaliols on iequrad 


tHe MORN BOLRCULE 


CM. RIOT 


Ad No. $14 Job No, CM-3707 Rev, 
American Journal of Digestive Diseases ©. Octoter, 1956 
Ameticon Journal of Gastcoenterslogy October, 1956 
American Journal of Medicine 4 i October. 1956 
Gastroenterolagy ‘ i October, 1996 
American Journal of Paycliatry i Cetober, 1956 
Geriatrics October, 1956 
Journal of Atiergy Novemiwr, 1956 
Journal of National. Medical Auwvistion November, 19456 
Mibtary Medicine i October 1, 1956 
Neurology ‘ i October, 1956 
N. ¥. State Journal of Medicine... . October 1, 15, 1956 
Final Proof (A) August 30, 1956 
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Exursir No. 117 


for the average 


patientin 


everyday practice 
@ well suited for prolonged therapy 
i well wlerated, nonaddictive, rélatively nontoxic 
H ny blood dyserasas, liver toxicity, Parkingon-like syndrome or nasal stufiness 
#@ chemically unrelated wo chlorpromazine or reserpine 
i does hot produce significunt depression 


orally effective within 40 minutes for a period’ of fi houts 


Indications: anxtety and tension states, muscle spasm. 


Miltown 


Tranqutlizer with muacle-relazand action 


DISCOVERED AND INTRODUCED 
BY Qf) WALLACE LABORATORIES, New Beunnnet, Nut. 


meth vl-2-n-propy!-l @epropanediol dhoarkomite-U 8. Patent 2,744,720 


SUPPLIED: 400 mg, scored. tablets, U uml dove: 1 ar 2 tablets LA, 


Literature and Samples Acailable on Request 


hk ROAD 


Ad Ne. M-530..7 . Job No, CM 3tit Rev, 3 
Journal of Arnevican Medical Association January 26, 1957 


Final Prool (A) January 14, 195% 
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Dr. Buatr. Some of the more recent ads contain the phrase “well 
suited for prolonged therapy.” Recently, as studies have emerged 
showing that in fact Meprobamate is not nonaddictive, Carter ap- 
pears to have limited its use of that explicit term, but is using a phrase 
which would appear to a layman such as myself to be roughly the 
equivalent of “nonaddictive,” namely “well suited for prolonged 


therapy,” which is in this next advertisement that I would like to 
submit—— 


Mr. Dixon. Exhibit 118. 
(Exhibit No. 118 follows :) 


Exursit No. 118 


Ad No. 10 


1790 
WELL SUITED FOR PROLONGED THERAPY 


Miltown: 


relatively nontoxic * well tolerated » minimal side effects 


“Complications associated with long-term 
therapy are probably seen in lowest incidence 


with meprobamate [‘Miltown’].”” Fazekas, J. F,, Shea, J.G. and 
Sullivan, P. D.: GP 14:75, Dee. 1956 
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Dr. Biatr. It would appear to have very much the same meaning 
as nonaddictive. 

Mr. Cuumpris. Mr. Chairman, would Dr. Blair identify when 
the advertisement was made and where it was published ? 

Dr. Buarr. Those are on each of the ads themselves. Many of them 
contain 12 or 15 citations. It would take quite a while to read them all. 

Senator Kreravver. I think he explained, Mr. Chumbris, that Car- 
ter has not responded as yet to our request that they send their adver- 
tisements, so these were given to us by Congressman Blatnik’s sub- 
committee. They are from the years 1955, 1956, 1957, and some 1958. 
The dates are shown. 

Mr. Cuumpris. I have some here from the American Medical As- 
sociation Journal which I think anybody can get hold of, of Decem- 
ber of this past year, and January 1960. 

Mr. Drxon. These are ads, Mr. Chumbris, that were sent directly, 
I assume, to the practicing physician. They are in the form of a 
postcard. For instance Exhibit 118 is like a postcard, and the others 
are, aS you point out, in medical journals. We will get copies of their 
current ads when they make the return on their subpena. 

Senator Kerauver. Suppose we have the comments of these eminent 
physicians. 

Mr. Cuumepris. Yes, I just wanted the time and place so we know 
just what we are talking about, how old they are and how new they are. 

Senator Kreravuver. Then if you have any more that we all can ask 
them about—— 

Mr. Cuuments. I have one right here that they might take a look 
at in the American Medical Journal, the one that Senator Dirksen 
referred to this morning on Miltown. 

Of course when the Carter people come here they will be privileged 
tocomment on it. 

Senator Kerauver. Yes, indeed. That is the reason I brought out 
the fact that they will be here on Tuesday. 

Very well, which one of you gentlemen will speak first ? 


STATEMENT OF DR. HEINZ LEHMANN AND DR. FRITZ FREYHAN— 
Resumed 


Dr. Lenmann. I would think that the statements made which Dr. 
Blair quoted to us and not justified. It has been definitely shown 
that Meprobamate or Miltown is addiction forming. It is because of 

is, of course, not well suited for prolonged therapy. A recent ad 
of, I think, the journal of last month, a Miltown ad, still states this: 
“Relatively nontoxic, well suited for prolonged therapy.” 

Senator Keravuver. Is that a Miltown Carter ad? 

Dr. Lenmann. No; it isn’t. 

Senator Keravver. What is it? 

Dr. Lenmann. Well, it is a Miltown ad, yes. It is not by Carter. 
Itisan ad by Ayerst, McKenna, and Harrison, a Miltown ad. 


Senator Kerauver. In the Journal of the American Medical Asso- 
clation ? 
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Dr. Lenmann. No. This is a recent—I don’t know—a Canadian 
journal. 

Senator Keravuver. This is a month ago and advertises the same 
product ? 

Dr. Lrnmann. Yes. 

Senator Kerauver. What does it say ? 

Dr. Leumann. It does say, “Well suited for prolonged therapy.” 

Senator Kreravver. Let’s make that exhibit 119. ] 


1.2. 











” 
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(Exhibit No. 119 follows:) 


Exursit No. 119 
Ad No. 11 


relaxes 
both 


mind 








without 
. / os . | 
im I ) al i ne nontoxic. Prod — ae i Sar 


oy ‘ liver toxicity, Parkinson-like syndrome, o1 
me ntal nasal stuffiness. Well suited for prolonged 
_ therapy. 


or physical sind, ding ta 


Usnal dosage; One tablet tid, 


effict tency For anxiety, tension and muscle 


spasm in everyday practice. 


ae tbe Milt own 


tranquilizer with muscle-relaxant action 





“the original meprobaniate 


) : | | @ 
Sf 


Oe bots P Ayerst, McKenna & Harrison Limited, Montreal 
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RELAXES BoTH MIND AND MUSCLE WITHOUT IMPAIRING MENTAL OR 
PHYSICAL EFFICIENCY 


Well tolerated. Relatively nontoxic. Produces no blood dyscrasias, liver 
toxicity, Parkinsonlike syndrome, or nasal stuffiness. Well suited for prolonged 
therapy. 


Supplied : No. 748, in 400 mg. tables—Usual dosage: One tablet t.i.d. 
For anxiety, tension and muscle spasm in everyday practice 
MILTOWN * TRANQUILIZER WITH MUSCLE-RELAXANT ACTION 
Senator Keravver. It says: 
Relaxes both mind and muscle. 


Dr. Lenmann. That is it. A rather unscientific global statement 
which appeals to the layman but shouldn’t appeal to a doctor, but 
will, I am afraid, or that is what it is meant to do. The main thing 
is they have turned the wording from the older ads, “Nonaddictive 
to now, “well suited for prolonged therapy,” which looks as though 
it is intended to be misleading, because while addiction isn’t stated 
any more, it would certainly not be well suited for prolonged therapy 
if it is addiction prone. 

The other claims that are made for it are questionable. For in- 
stance, one of the claims is it does not produce significant depression, 
in one of the ads, in the exhibit here. That depends on the dosage. 
They probably mean drowsiness and a staggering gait. The same 
could be said for alcohol, too, It does not produce drowsiness or a 
staggering gait if one takes very small amounts. The same is true 
for Miltown, but if one takes a larger dose it will produce significant 
depression. 

o this would, again, be misleading for anyone who is not an expert 
in the field of these new drugs. 

Senator Keravuver. By addiction, you mean—I think we all know 
what it means. Tell us more about it. If you get addicted, what is 
the difficulty in getting over it? * 

Dr. Lenmann. If somebody has been taking, let’s say, 10 tablets of 
Miltown for 4 to 6 weeks, he cannot stop taking it altogether, if he 
makes up his mind to do so, without developing very severe symptoms. 

Senator Keravver. What symptoms? 

Dr. Lenmann. They may be very serious ones, fever, prostration. 
He may have convulsions, and he may indeed become very dangerously 
ill, so much so that in one patient whom I deliberately maintain on an 
addictive dosage of Miltown for very specific reasons—this patient 
had been addicted for about 10 years before to barbiturates, and there 
was no choice but making a switch from something to the lesser evil, 
in this case the switch was made to meprobamate or Miltown, and this 
patient is doing fairly well so long as she is constantly staying under 
medical supervision. But I have requested her to carry a card in her 
purse in case an accident occurred and she would have to be admitted 
to a hospital for the doctors to know there that she is on this medica- 
tion, and that it will have to be continued. Otherwise, very dangerous 
withdrawal symptoms will occur, much like in a diabetic who is with- 
out insulin. 

Senator Keravver. Let’s identify the ad that Mr. Chumbris sent up 
as exhibit 120. 


1 The original meprobomate 
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(Exhibit No. 120 follows :) 


Exursit No. 120 
. Ad No. 12 





There is perhaps no getet ee introc 







an um of clinical application as hie pr Rin 
nt mate.” Asa tranquilizer, without an autonomic — 
Le sapeed in its action: and aoe a eee pel 


ler need i in anxiety states and many organic diseases 
er ith a tension compon y 


iy a 8. PF 98 
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PROVEN EFFECTIVE FOR THE TENSE AND NERVOUS PATIENT 


“There is perhaps no other drug introduced in recent years which has had 
such a broad spectrum of clinical application as has meprobamate. As a tran- 
quilizer, without an autonomic component in its action, and with a minimum 
of side effects, meprobamate has met a clinical need in anxiety states and many 
organic diseases with a tension component.” 

—Krantz, J. C., Jr.: The restless patient 


—A psychologic and pharmacologic viewpoint. Current M. Digest. 
25 :68, February 1958. 


MILTOWN 


(The original meprobamate, discovered and introduced by Wallace Laboratories, 
New Brunswick, N.J.) 


Mr. Dixon. Mr. Chumbris, is this from the current issue of the 
Journal of the American Medical Association ? 

Mr. Cuumeris. That is either from December of 1959 or January of 
1960. I have another one here, and I just cut them out and I don’t 
know which one it was. It is one of those 2 months. 

Mr. Dixon. May I pass this down to the witness, please ? 

Senator Keravuver. Here is another ad, Mr. Uaabels, produced 


by Wallace Laboratories on Miltown. We will make that exhibit 121. 
t says: 


For the tense and nervous patient, relief comes fast and comfortably, does not 
produce autonomic side reactions, does not impair mental efficiency, motor con- 
trol, or normal behavior. 





Yr 








ADMINISTERED PRICES 9055 


(Exhibit No. 121 follows :) 
ad Exusir No, 121 
m Ad No. 18 
ny mete 


st. 


he 
of 
n't 


ed 
21, 


not 
on- 


tense 
and 
Nervous 
patient 





relief comes fast and comfortably 


—does not produce autonomic side reactions 
—does not impair mental efficiency, motor 
control, or normal behavior. 


Usual Dosage: One or two 400 mg. tablets t.i.d. 


Supplied: 400 mg. scored tablets, 200 mg. sugar- 
coated tablets or as MEPROTABS* —400 mg. 
unmarked, coated tablets. 


Miltowm 


a WALLACE LABORATORIES / New Brunswick, N. J. 


On 0286 
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For THE TENSE AND Nervous PATIENT—RELIEF CoMES F'AstT AND COMFORTABLY 


Does not produce autonomic side reactions. 

Does not impair mental efficiency, motor control, or normal behavior. 

Usual Dosage: One or two 400 mg. tablets t.i.d. 

Supplied: 400 mg. scored tablets, 200 mg. sugarcoated tablets or as Meprotabs— 
400 mg. unmarked, coated tablets. 


MInTowNn 
(Meprobamate (Wallace) Wallace Laboratories, New Brunswick, N.J.) 


a Keravver. Dr. Lehmann, do you wish to comment on these, 
too 

Dr. Lenmann. I think these statements, “Does not produce side 
reactions, does not impair mental efficiency, motor control, or abnormal 
behavior” is generally true for the dosage recommended here. It 
probably does not interfere with these functions in ordinary doses, 

Mr. Cuumeris. Doctor, that appeared in the American Medical 
Association Journal and was sent to doctors throughout the United 
States. The one that you previously gave, did you say that is being 
distributed in Canada ? 

Dr. Lenmann. Yes; but I have seen it, unfortunately I can’t tell 
you exactly where, but I have seen it in a number of U.S. journals as 
well. It is a well-known ad. 

Mr. Cuumpris. Recently ? 

Dr. Lenman. That I can’t be sure about, but this is a recent one 
from Canada. 

Mr. Dixon. Dr. Freyhan, would you care to comment on the first A 
series of ads we ional you, exhibits 110 through, I believe, 119, with lem. 
respect to the nonaddictive claim, and that they are well suited for be < 








prolonged therapy ¢ that 
Dr. FreyHan. I would like, if I may, to make a few general ob- mon 
servations, because certain aspects will come up again and again, T 
I believe, as you may ask me questions on particular statements on reat 
these promotional pages. suck 
I think that the whole difficulty is one of differentiating single | nt, 
sentences which on the basis of this or that can be justified, and the sim’ 
general impression which is conveyed to somebody whi 
Senator Kreravuver. Get the microphone a little closer, please, sir. tion 
Dr. Freynan. I think the main Vifficulty here is to differentiate the 
between a few single sentences in each of these pages which can be pat 
justified by this or that observation or on the basis of this or that | 
article, and the general impression of the context in which this ad- f nea 
vertisement will be read and will be understood by at least 180,000 sen 
subscribers to the American Journal of Medicine, for example. I | evi 
could foresee that if you have 10 witnesses you might easily get 10 abo 
interpretations as to how reliable or unreliable certain parts of the ad- lite 
vertisements are. And this may not at all be confusing or contradic- s 
tory if one simply focuses attention on a single part of the statement | list 
for which there may be some evidence. But the problem that arises, ] 
really, is that these statements are very flat, very general, and are | cer 
directed not specifically at the psychiatrist, but they are meant for | cen 
every practicing physician, because with the development of these new por 
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‘ drugs, psychiatric drug treatment has become universalized and this, 
| beli 





I believe, constitutes the really essential problem. 

You can expect the —— to read several reports in various 
professional journals, but you cannot expect physicians in other spe- 
cialties or the general practitioner to read psychopharmacological 
articles except those in the general medical journal. Therefore, the 
more vague and the more superficial some of the promotional state- 
ments are, the greater the danger that they will be misunderstood by 


a multitude of physicians who will rely on their claims, 


Now, having said that, looking at these pages, I would say that—— 
Senator Keravver. Let’s enlarge upon that a little bit. In other 
words, you are a psychiatrist, you read a great variety of things about 


| medicine in psychiatric treatment, you have special knowledge in that 


field. But the general practitioner or the specialist in another field, 
the man who may specialize in rheumatoid arthritis, can’t possibly 
read all of the — in all fields and keep up with them. So you 
think that this would be misleading to some of them? Is that what 
you mean ¢ 

Dr. FreyHan. Yes; exactly. The articles on Miltown, since we are 
talking about Miltown now, the various investigations, dozens or 
hundreds of articles will be published primarily in psychiatric jour- 
nals, There may be a few articles that also will be published, for 
instance, in the Journal of American Medical Association. But the 
multitude of articles, the larger part of the articles will be found in 
the seroietais literature. Therefore, it will not be read by the mul- 
titude of physicians who will actually prescribe Miltown. 

And it is this situation which creates a particularly serious prob- 
lem. A physchiatrist may, if he doesn’t read scientific articles, also 
be dependent on the promotional statements. But the chances are 
that he at least reads a good many articles published month after 
month in his professional journals. 

The general practitioner, the specialist in another field, does not 
read these articles, and he may be altogether dependent on a page 
such as this on Miltown which says, “For the tense and nervous pati- 
ent, relief comes fast and comfortably.” Then these advertisements 
simply say what this drug does not ys but they will never mention 
what complications have also been observed, Even if these complica- 
tions have only been observed in a relatively small number of patients, 
the physician must still know this since it may occur in the particular 
patient whom he treats. 

The danger then, I would say, is that if you get a number of wit- 
nesses, they may say that they can’t find too much fault with the 
sentence “Relief comes fast and comfortably” and they will provide 
evidence to this effect. But the advertisements do not say anything 
about the undesirable reactions which have also been observed in the 
literature. Therefore, I think they are misleading. 

_Senator Kerauver. The undesirable reactions you think should be 
listed if that is going to the general practitioner: What are they? 

Dr. FreyHan. Well, there is, first of all, the observation that in a 
certain number of patients, and I am not prepared to say what per- 
centage this would be, addiction has been observed and has been re- 
ported in a number of very authoritative articles. I am thinking, also, 
of a recent summary article in the medical letter which had very 
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carefully surveyed the pertinent literature, and evaluated what was 
known and what was not known about the effect of this drug. This 
article ended with rather a negative conclusion about the therapeutic 
effects insofar as they had not been demonstrated beyond doubt. 

Mr. Dixon. Mr. Chairman, we have that issue of the Medical 
Letter that Dr. Freyhan has referred to, and with your permission 
may we mark it as “Exhibit 122”? 

a Keravver. Yes; I think it would be well to have it in the 
record. 

(Exhibit No. 122 may be found on p. 9507.) 

Senator Kerauver. Will you continue, Dr. Freyhan? 

Dr. Freyuan. As I look at some of the others, here is one—I 
brought my own journal along. 

Senator Keravver. Read the exhibit number. 

Dr. Freynan. This is exhibit 120. 

Senator Keravuver. That is the ad furnished by Mr. Chumbris. 

Dr. Freyuan. It says: 


Proven effective for the tense and nervous patient. 


And then— 


There is perhaps no other drug introduced in recent years which has had such a 
broad spectrum of clinical application ag has meprobamate. As a tranquilizer | 
without an antonomic component in its action, and with a minimum of side | 
effects, meprobamate has met a clinical need in anxiety states and many or- 
ganic diseases with a tension component. 


Now, this is quoted from an article and insofar as validity is con- 
cerned, one has to take issue with the author. But the question is 


whether by making it the sole statement of the advertisement the 
impression is not created that this is a statement in accordance with 
studies the veracity of which cannot be subject to the slightest doubt. 
But I am quite sure that if you asked various therapists, you will find 
that the majority would certainly take issue with this claim in one 
way or another. But this is nof implied in the advertisement, which 
simply says that perhaps no other drug which had been introduced 
has such a broad spectrum of clinical application. 

This is precisely the point which is most doubtful. 

Senator Krravver. Does the ad that Mr. Chumbris gave you list 
the side effects of addiction, and so forth? 

Dr. FreyHan. This is not in it. It doesn’t say anything about 
addiction. It just quotes this one paper, and the entire text is 4 
quotation except for the title, “Proven effective for the tense and 
nervous patient.” 

Senator Krravuver. You say the majority of therapists will dis- 
agree with that quotation ? 

Dr. FreyrHan. It gives the source from which it is quoting, cur- 
rent Medical Digest, February 1958, and gives the name of the 
author. 

Senator Kerauver. Would you say the majority would disagree 
with that statement ? 

Dr. FreyHan. I would assume that the majority would take — 
tion. Perhaps some would take exception to all of it, some to only [| 
some of it, but I am quite sure that the exclusiveness with which this 
is stated would be subject to severe criticism, because it virtually 
leaves nothing out. 
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It simply says there is almost no other drug as good as this one. 

Mr. Dixon. Doctor, one point that you mentioned that I think is 
uite important, on exhibit 120 which you have been reading from 
there is a lot that is not said in that statement, such as the warning 
that in some instances, as you point out, it can lead to addiction. 
That is not stated in the advertisement itself. 

Dr. Freyuan. That’s right. 

Mr. Drxon. Do you consider that it should be stated ? 

Dr. Freywan. I certainly think so. I think if I say that this is 
a drug which is virtually applicable to everybody and it is perfectly 
safe, I put a physician who has not read anything else in a position 
where he goes ahead and prescribes it in whatever dose he thinks is 
desirable. Then if something goes wrong, he probably has no idea 
that it is due to the drug. 

This has happened with many drugs, and as a consequence the 
wrong diagnosis is made. 

He is, however, dealing with a drug reaction. I think it should also 
be mentioned here that in some cases when Miltown was withdrawn, 
convulsions have been observed. Now if the doctor doesn’t know 
that this could happen, he would assume that he has a patient who is 
an epileptic. Yet this convulsion is a transistory phenomenon such 
as it occurs with other drugs, too, as an example with the barbiturates. 

It is nothing very serious. It is certainly a reaction which can 
easily be treated. But it would lead a doctor to the assumption that 
he has an epileptic patient, because this page doesn’t tell him that if he 
discontinues Miltown, a few patients might have convulsions. 

Mr. Dixon. My point is this: The exhibits that were shown to 
you, 110 through 119, had the direct representation that they were 
nonaddictive or were suited for’ prolonged therapy. Exhibit 120, 
which Mr. Chumbris saw in the American Medical Association Jour- 
nal, had shifted from the direct representation of being nonaddictive 
to saying what the product would do and making no representation 
about what it would not do, or the side effects. 

Dr. Freyuan. Yes. 

Mr. Drxon. If I understand your testimony, either approach is mis- 
leading to the ordinary practicing physician. 

Dr. FreyHan. It is misleading insofar as it makes statements which 
seem quite generalized, to the exclusion of some valid observations of 
undesirable effects. 

Mr. Drxon. I think we ought to make it perfectly clear that this is 
not any criticism of the ordinary practicing physician who is not an 
expert and who does not live with this problem every day, as you and 
Dr. Lehmann do. 

I would not believe that any statement sent to you on these drugs 
could mislead either of you. 

Dr. Freyuan. Yes. 

Dr. Leumann. But we could be misled by statements on drugs that 
refer, for instance, to hormone therapy or cardiovascular therapy. 

ere we might easily be misled because we are not experts and we 
can’t read all the literature. 
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Mr. Dixon. That is the point I wanted to make. In other words, 
this is an expert field we are talking about, and no matter how good 
the practicing physician may be, it would be impossible to expect him 
as a general practitioner to be an expert in all fields of medicine. 

Dr. Lrnmann. Exactly. 

Mr. Cuumpris. But the point is this, besides these advertisements 
in the American Medica] Journal, you will have as I understand it, as 
has been brought out in the testimony, you will have detailmen who 
will go to doctors to explain more fully what you will read in that 
advertisement, is that not true? 

Dr. FreyuHan. That is true. 

Mr. Cuumpris. And these particular drugs deal with a mental pa- 
tient. And would you say that the person who prescribes these differ. 
ent drugs, is he going to be the ordinary general practitioner or is he 
going to be the person who specializes in mental diseases or in ner- 
vousness or the lesser of the two, or would you say he—which of those 
two fields then do you think would be the people who will be prescrib- 
— drugs and that these advertisements will be directed to! | 

r. FreyHan. This is precisely the essential question I believe, that 
today psychiatric drug treatment has been universally taken over by 
all leoidunn, Psychiatric treatment is complicated. It requires psy- 
chological approaches. It requires skill and knowledge and also time, 
But it is relatively easy for any physician to prescribe a drug which 
presumably counteracts nervous se § mental symptoms and has thera- 
peutic effects. 

This means that the treatment, psychiatric treatment is no longer 


specifically confined to the psychiatrist as it was a number of years 
ago. With the development of new drugs, drug treatment has moved 
into every physician’s office. 

Mr. Cuumepris. Then, Doctor, I had this discussion with Dr. Lasag- 
na when we were discussing the steroids. 

Now you are a doctor and = have a patient that comes before you, 


and you know what his problem is. There is brought to your atten- 
tion certain drugs. Now you know what is wrong with that a 
patient, and therefore the doctor as a doctor has a responsibility which 
he fulfills in determining what type of drug he is going to prescribe 
to his particular patient as I understand it. 

Some of these drugs might be 98 percent fine for a certain group 
and 2 percent of the people cannot take certain type of drugs. 

Now that is going to be something that each doctor will have to 
determine with that specific patient. 

You may have 10 patients and you may have to analyze their prob- 
lems and determine what type of a pill to give each of those 10 
patients, you are not just going to pick up the American Medical 
Journal and say “By golly, Miltown, that is the thing for my patient.” 

You are not going to do that, nor would any other qualified physician 
in the United States whose livelihood depends on how he treats his 
patients, is going to just pick up an advertisement and take a look 
at the statement on it and going to say “That is it,” and be guided 
100 percent of that advertisement. 
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He is going to have to analyze it, study it, and study what the de- 
tailmen tell him and then he is going to have to make his own in- 
dependent determination. Is that true? 

r. FreyHan. That is absolutely true. I think any responsible 
physician should have a knowledge of drugs that he prescribes which 
is more comprehensive than what stems from reading advertisement 
pages. But on the other hand the question that we started out with 
was what impression would this page make ? 

And I am commenting simply on what impression this page may 
convey. I am not saying that I assume that any of my colleagues 
would, simply go through the advertisement pages, and get out his 
prescription blank. This may well happen in some cases, but I hope 
that this would be a very isolated phenomenon, 

Mr. Cuumemris. I understand your answering the question pro- 

unded to you but I want to be sure when it is read in the record you 

ave been able to give a full answer as to what happens in a situation 
to each individual doctor when he sees the advertisement or when he 
listens to the detailmen as to what he does then to fulfill the respon- 
sera either as a psychiatrist or as an individual doctor, just like 
every lawyer has to do the same thing when he has an individual case 


presented to him. 
Senator Keravver. I believe Dr. Lehmann had some observation he 
wanted to make. 
Mr. Cuumpris. Yes; as soon as I finish this one thought I will be 
lad to turn it over to Dr. Lehmann. He will look at the case, he will 
ook at the facts, he will read the cases and he will pick out what he 


thinks the cases are in point with his particular problem and then cite 
those cases to the courts. ! 

_I think the doctor will do the same thing in evaluating an adver- 
tisement and in evaluating what the detailman tells him. 

Dr. FreyHan, There is this problem of course, that if you treat a 
number of patients in different fields such as you would do as a gen- 
eral practioner, you may have a patient with a pediatric problem, an 
obstetrical problem and so on, you can’t possibly read the literature, 
the more pertinent literature in every one of these fields. 

Now the more responsible you are, I am certain, the more you will 
make an effort to look up some original reports in order to have at 
least a working orientation on what you are doing. ; 

But let us assume that some physician will not have the time to read 
articles and think it may not be necessary because this is such an ab- 
solutely convincing or reassuring statement which implies that he 
has nothing to worry about. 

Wouldn’t it be conceivable that he thinks “If I do any reading at all 
on any drug, this drug wouldn’t require it because according to the 
advertisement there is nothing to worry about”? 

Tmean this would seem to be the problem. It is a relative problem, 
not an absolute one. 

Senator Kerauver. Dr. Lehmann. 

Dr. Lenmann. My comment simply was, I would like to ask a 
question. I certainly would agree, the responsible physician should 
make every individual patient his individual problem and should 


Eseerably read the literature, call his colleagues, and have consulta- 
ions. 
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If this could be done and would be done, why then any advertising? 
There would be no need for any advertising. It would be ridiculous 
to put any money in advertising because a responsible physician if 
he is really a purist should prevent himself from looking at it and 
not be influenced but the firms are putting out an awful lot of money 
to get in under the counter, so to speak, 

Mr. Cuumepris. I understand. You say you put a question why 
do they put out the advertisement? Well, I am not here to answer 
that question. 

I think the best person to answer that would be the company itself 
as to why they spend money advertising in the American Medical 
Journal and why they spend money sending out detailmen. 

So I would refer that answer to that person. My offhand answer 
would be this: That if I had something to sell that I thought would 
do the doctor some good, I am using certain means of bringing it to 
their attention. Otherwise the doctor would not know that there was 
such a drug or a pill as Miltown unless he either sees it in an adver- 
tisement or iaiahaie brings it to his attention. I think here his 
chances of finding it would be much better than trying to run down 
through some other means of every new drug that somehow may be 
registered with the Food and Drug Administration. 

r. Lenmann. The only acceptable way would be to keep up with 
all literature or to always when a special problem comes up call 
up a special consultant. 

Otherwise it is not possible. As soon as one allows one’s self to 
look at an ad and to be interested in any way by it, or using it as 
any sort of information, then I think it is our duty to see that these 
ads are responsible, because human nature being what it is, and 
physicians having as little time and as many patients as they have 
can obviously not keep up with all the literature, or always for each 
patient call up a consultant. 

So they will be influenced, atleast be reminded of what they have 
read in these ads. But this reminder should be very ethical. 

Mr. Cuumpris. I agree with you. I am in no position to judge 
whether the ads are good ads or bad ads. 

Senator Krrauver. Mr. Chumbris said we would have to ask the 
drug company officials what they had in mind, and who they were 
trying to influence in this advertising. 

I quote from page 16 of Mr. Munns’ testimony of yesterday: 

Doctors are busy people. Most of them do not have the time to attend post- 
graduate refresher courses or even keep abreast of the voluminous articles and | 
the mass of medical journals, let alone the time and facilities directed to | 
evaluate new drugs. 

Then he goes on to say that is the reason they put on their ad- 
vertising program and detailmen. 
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Mr. Dixon. Dr. Blair, do you have something? 

Dr. Buarr. I want to offer for the record, Mr. Chairman, a docu- 
ment which certainly corroborates the position taken by Dr. Lehmann 
and Dr. Freyhan with regard to the near impossibility of the medical 

ractitioner of keeping up with the literature in even one specialized 
eld. 

I would like to submit for the record a reprint of an article en- 
titled “A Critical Review of the Efficacy of Meprobamate (Miltown 
Equanil) in the Treatment of Anxiety.” This concerns just one tran- 
quiizer, meprobamate, and with respect only to its use in the treat- 
ment of anxiety. It is an article by Dr. Victor G. LeTayas and Dr. 
Bernard Weiss reprinted in the Journal of Chronic Diseases in June 
1958. 

Now the important point that I wish to stress here is that in their 
references they list 98 articles on the subject, many of them in Eng- 
lish, some in German, some in Japanese. This study by Dr. LeTayas 
and Dr. Weiss, who I am pleased to note are in the audience here 
today, was prepared with the aid of a grant from the Public Health 
Service. It appears to this layman to be a most excellent analysis of 
a difficult subject. But the point is to really know the available litera- 
ture on just one of the tranquilizing drugs with respect to the treat- 
| ment of one type of mental disturbance, namely, anxiety, it was nec- 

essary for two doctors to spend a considerable amount of time aided 
by a grant from the Government to analyze no less than 98 articles. 

Against a background like that it would seem a Herculean task for 
the average medical practitioner to keep up with the literature as it 
develops in all of the various specialized fields. 

Senator Keravver. This will be exhibit 123. 

Exhibit No. 123 may be found ‘on p. 9508.) 
nator Kerauver. I think the point has been well explained by 
Dr. Lehmann and Dr. Frehan. Is there anything else? I do not 
want to hurry, but Dr. Henry Brill is here and we may have to leave 
later on for a vote. 

Dr. Buarr. I would just like now to come to the matter of the ad- 
vertisements for Deprol. 

Mr. Drxon. What is Deprol ? 

Senator Kerauver. Let us ask the doctors what Deprol is. 

Mr. Cuumeris. That is a good point, Mr. Chairman. 

Senator Keravver. I think most of us know what it is in a general 
sortof way. You go ahead, Dr. Blair. 

Dr. Buarr. Mr. Chairman, I would just like to offer for the record 
these two advertisements as case examples of the type of advertising 
now carried out by Carter Laboratory for Deprol. 

Senator Keravuver. The first will be exhibit 124. 
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(Exhibit No. 124 follows:) 


Exursit No. 124 


as it calms anxiety! 


Deprol helps balance the mood 
by lifting depression as it 
calms related anxiety 


No “seesaw” effect of amphetamine- 
barbiturates and energizers 


While amphetamines and energizers 
may stimulate the patient—they 
often aggravate anxiely and tension. 
And although amphetamine-barbi- 
turate combinations may counteract 
excessive stimulation—they often 
deepen depression. 


In contrast to such “‘seesaw”’ effects, 
Deprol lifts depression as it calms 
anxiety—both at the same time. 


Safer choice of medication than 
untested drugs 


Deprol does not produce hypoten- 
sion, liver damage, psychotic reac- 
tions or changes in sexual function. 


“Deprol 


DOSAGE: Usual starting dose is 1 tablet stimulate the combinations may ' 
q.i.d. When necessary, this may be = ent, but often, central overtientie- 
gradually increased up to$ tablets q.i.d. aan Laeereee | = heamey deepen | 
COMPOSITION; 1 mg. 2-diethylamino- ' 

ethyl ben: ilate hydrochloride ( enacty- 

zine HC!) and 400 mg. meprobamate. 

SUPPL'ED: Bottles of 50 light-pink, 

scored tablets. Write for literature and 

samples. 


AMPHETAMINES | AMPHET AMINE- 
AND ENERGIZERS | | BARBITURATE 


(ff) WALLACE LABORATORIES/ Toronto, Ontario 
Prarce-manx “707 = 

As it calms anxiety, Deprol helps balance the mood by lifting depression as 
it calms related anxiety. 

No “seesaw” effect of amphetamine-barbiturates and energizers. While at- 
phetamines and energizers may stimulate the patient—they often aggravate 
anxiety and tension. And although amphetamine-barbiturate combinations may 
counteract excessive stimulation—they often deepen depression. 

In contrast to such “seesaw” effects, Depol lifts depression as it calms anxiety— 
both at the same time. Safer choice of medication than untested drugs, Deprdl 


does not produce hypotension, liver damage, psychotic reactions or changes it 
sexual function. 
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Amphetamines and energizers may stimulate the patient, but often increase 
anxiety and tension. 

Amphetamine-barbiturate combinations may control overstimulation but may 
deepen depression. 






DEPROL 


(Dosage: Usual starting does is one tablet q.id. When necessary, this may be 
gradually increased up to three tablets q.i.d.) 

(Composition : 1 mg. 2-diethylaminoethyl benzilate hydrochloride (benactyzine 
HCl) and 400 mg. meprobamate. ) 

(Supplied: Bottles of 50 light-pink, scored tablets. Write for literature and 
samples. ) 











Wallace Laboratories, Toronto, Ontario 


Mr. Dixon. May I try to establish what Deprol is? Are you familiar 
with the product sold under the trade name, Deprol, by Wallace 
laboratories ? 

Dr. Lenmann. It is a combination of Miltown again, which is one 
of the components, and the other component is Benactyzine, which is 
mother one of the minor, or less potent tranquilizers which hasn’t 
found much of a market because it produces not much freedom from 
aixiety but sometimes causes more anxiety. 

In other words, it produces very unpleasant side effects in many 
cages. So what has been done is to combine these two, one effective 
and one not so effective, minor tranquilizers, and ascribe to them a 
new effect; namely, one of being effective in depressions. And that 
was done on the basis of one article which was published, and when 
thepromotion campaign was started, the article had not even appeared 
inprint yet although the work had been done. There is not much to 

ntiate the first early claims of its efficacy in depressions. 

As I mentioned, the two components are tranquilizers, one a fairly 
elective one, the other not so effective, and one cannot see why this 
combination should have an effect in depressions. But it is very 
heavily promoted and it is claimed to be the most effective and the least 
harmful treatment in depressions. 

Mr. Dixon. Dr. Freyhan, I would like to read this very quickly. 

Senator Keravver. Let the doctor see the two exhibits. 

Mr. Dixon. They are marked 124 and 125. Would you look at 
these, Dr. Freyhan, and comment on the exhibit ? 

Exhibit No. 125 may be found on p. 9064.) 

. FreyHan. The fother starts, “Dear Doctor,” which is followed 
bya number of statements, again raises the impression that this is a 


7 effective drug to be used in the treatments of depressions. 
t says: 


























Also, it is good in emotional fatigue and nervous exhaustion. 


Then: 


It acts fast to relieve tiredness, lethargy, apathy, listlessness associated with 
‘motional fatigue. It doesn’t overstimulate your patient. Thus, Deprol restores 
lormal interest and vitality before the condition deepens, 

Then it goes on. Now, the trouble with this is that neither of the 
‘wo component parts which Dr. Lehmann already identified and com- 
mented on can have any conceivable effect on the conditions here 


stated. 
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le am- 
ravate 
1s may 

















ciety- | Miltown certainly isn’t relieving tiredness or lethargy since it is 
Depral vell known to have an effect which is in the nature of a sedative. As 
ng 


as the other component is concerned, which had been marketed as 
Suavitil a number of years ago, and I do not think it is of much use 
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today, again that is a compound which induces such symptoms as a 
dry mouth and sometimes blurred vision. NYT 

So it is really hard to conceptualize the combination of these two 
components as an antidepressant drug. Even if there are some cases 
in which for particular reasons one has observed, that the Miltown 
component acted on the type of tension which occurs in depressed pa- 
tients, the problem here is that the general practitioner cannot and 
should not be expected to be so familiar with the symptomatology of 
depressions as to know what particular case with certain symptoms of 
depressions may legitimately benefit from such a drug. 

e is, however, told that depression per se, all depressions can be 
treated with this drug, and this is not true and it has not been shown 
to be the case in any authoritative article, I think it is fair to say. 

The very intensive Deprol promotion campaign which reaches my 
desk at least two or three times a week really makes me feel quite con- 
cerned about what may happen to depressed patients who are treated 
by the general practitioner. 

Mr. Drxon. Thank you, Doctor. Now, let us turn to the products 
Thorazine and Compazine. 

Senator Kerauver. Wait just a second. Look at exhibit 124 on 
Deprol. Is that about the same thing as the letter you read from? 

Dr. FreyHan. Yes. Well, this one here is more or less the same. [ 
It says: 

Calms anxiety. Deprol helps balance the mood by lifting depression as it calms 
related anxiety. 

I am quite sure if one plays around with the sentence one can de- 
fend some implications vaguely by saying, Well, if Miltown does in 
some cases calm anxiety, which might be true, and if anxiety happens 
to be also a feature in a depression, then, in fact, what they say heres 
accurate, 

But my point again, and that is why I made my brief introductory 
statement, is that it is not the sentence itself; it is the context and the 
exclusiveness, the generalization which misleads, because there may 
only be a few patients with depressions who benefit, while the major- 
ity do not. 

This advertisement will give you the impression that if you haves 
aia patient, this is the safest and best drug, and it says here, in 

act: 

Safer choice of medications than untested drugs, Deprol does not produce— [ 
and then there are various statments which imply that the other drugs, | 
also used for depressions, do these things. 

It says here: 

Doesn’t produce hypertension or liver damage or psychotic reaction or changes | 
in sexual function. 

So the appeal here—— 


Senator Keravuver. Will you look at those, Dr. Lehmann? 
Dr. Lenmann. Yes. 


Senator Krravver. Then you feel that they are misleading and | Co 


inaccurate; is that correct ? 

Dr. Lzamann. Yes, I would say so. 

Mr. Cuumpris. He says they are inaccurate but they do not tell the 
full story. You said what was said was accurate, did you not? There 
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was nothing inaccurate in what was said: It is the part that was not 
said that you objected to? 

Dr. Freyuan. Let me rephrase it this way: It could be accurate 
in certain cases, but these cases would be in the minority. The im- 
pression, however, here is generated that this applies to all depres- 
sions. 

Dr. Lenmann. It would be inaccurate to say Deprol helps to 
balance the mood by lifting depression. 

Senator Keravuver. That would be what? 

Dr. Lenmann. That would be inaccurate, and that is obviously as 
it is intended to be, if this is meant to give the idea that if you have 
a depressed patient, well, if you want to balance his mood, give 
Deprol. 

It goes on: 

— helps balance the mood by lifting depression as it calms related 
ety. 

| Well, it may lift depression if there is anxiety related to depres- 

sion. But all these qualifications are not only not stated but are 

heavily overruled by this very clear and very strongly printed state- 

ment here that Deprol lifts depression, and that is inaccurate. 

Senator Kerauver. You say it is inaccurate and misleading? 

Dr. Lenxmann. It is inaccurate about 90 percent. 

Senator Kerauver. What was that about the reference to a paper 
that had not been published ? 

Dr. Freywan. I think Dr. Lehmann referred to the fact that when 
Deprol was put on the market, it referred to the article of one col- 
league in Boston, I believe, who had a publication in press but it took 
several months before the publication became available. 

But insofar as I remember—and my memory may well betray me— 
this is the only instance where a drug was launched as a major anti- 
depressant while actually only one article could be used as a source 
of reference. And then this one article had not yet been published. 
So this meant really a very limited degree of clinical investigation on 
which to base the rationale for putting this drug on the market. 

_ Mr. Drxon. How could a doctor check that ad or a similar ad dur- 
ing that period of time even if he wanted to check it? 

Dr. FreyHan. That is right. 

Mr. Dixon. Could he have done it? 

Dr. Freynan. No. 

Senator Keravver. You say he could not? 

Dr. Freyuan. No, sir. 

Senator Krravver. Is this one of the Carter Co.’s promotions at 
the present time, or was it ? 

Mr, Dixon. It is by Wallace Laboratory, which I understand to 
_ be Carter’s subsidiary. 

Senator Keravver. All right. Anything else? 

Mr. Drxon. I would like to have Dr. Blair point out two ads with 
reference to the products we have been talking about, Thorazine and 

ompazine that are manufactured by Smith, Kline & French. 

Dr. Buarr. Mr. Chairman, these are two more or less duplicate, 
double-spread ads. They are in color. 


. zenatee Kerravuver. They will be marked “Exhibit 126” and “Ex- 
ibit 127,” 
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(Exhibits No. 126 and 127 follow :) 
ExuHrsir 126 


Ad No.1 


ak pth aidenl aie abetted 
Apr 957 AD Iw. Oh 
pean V99F AD 


The Place of Compazine* 


} 

i 
; 
: 
4 
7 

7 


mild 


disturbances 


“{Compazine'] shows great promise in ithe treatment of the 
mild mental and emotional detrbances dommnonly seen in 
everyday practice and treated on an ambularory basis, 

ie is particularly valuable for the mary cases, whose 
psychoncurotic symptoms make treatment of the primary 
disease less effective,” 

Visetinie) TJ. oswal Study of Provlotperazing, + New Pranquilirer tor 


the ‘Treaumnent of Nan -Hoapitalized Paychonvuratie Patueties, 
New Eowlid }. Med. t50:26 (Jan. 4) 195 


2. Breed. HL Ohhonptonianne said Rewtepone. Nesw Kralin Teythiatey, 
Aun, Pryce, & Dig, Tovar, erg (May) toca, 


3562 
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and the Place of Thorazine’ 


Emotional Disturbances 


“TFHORA ZINE 


severe 


disturbances ty disturbances 


“PT Thorazine’ | has been found asetul in a spectrum that 
extends frovs the siniple overactivity of the beam injared 
on émocionally disturbed problem. child, through the 
restlessness Of the senile deneit, to the intense oxcitenent 


and agitation of acate mania ot catatonic schizophrents.’? 
’ ‘ . i é ‘ / 
Smith, Kline & French Laboratories, Philadelphia 


*T M: Reg US, Par. Wn, for pri tonperaniim, SIRF 
TOM, Rep. 18. Pat. OD toe ctiierpeomazaid, SKE 


60—pt. 16——13 
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Exuurrt No. 127 
Ad. No. 2 


Apri, 1957 ia mr4b, 16! 
thay, 19$7--D Medical Newinaguyae 


Place of Compazine” 


in Mental and 


‘COMPAZINE’ 
for mild and moderate disturbances 


te iy 


7 


mild moderate 
disturbances 


“{'Compazine’] shows great promise in the treatment of the 
mild mental and ensotional distutbances commonly seen in 
everyday practice and treated on an ambulatory basis. 
It is particularly valuable for the many cases in which 
psychoneurotic symptoms make treatment of the primary 
disease less effective,’”! 

. Vischer, TJ: Clinical Study of Proclorperazme, a New Tranguilizer tor 


the Treatment of Non-Hospitalized Psychonesrotic Parents, 
New England J. Med. 256:26 (Jan. 3) 197. 


. Freed, Hu: Chlorpromazine and Reserpine New Era in Psychiatry 
Am. Pract, & Dig. Treat. 6700 (May) 1954. 
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and the Place of Thorazine’ 


Emotional Disturbances 


-‘THORAZINE’ 


for moderate and severe disturbances 


‘disturbances severe 


disturbances 


“| Thorazine’} has been found useful in a spectrum that 
extends from the simple overactivity of the brain injured 
or emotionally disturbed problem child, through the 
restlessness of the senile dement, to the intense excitement 


and agitation of acute mania or catatonic schizophrenia.’ 


Smith, Kline & French Laboratories, Philadelphia 


#TM. Reg. U.S. Par. Off. for prockorperazine, S.KP 
+7.M. Rep. US. Pat. Off. tor chlorpromazine, $.KF 
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Dr. Buatr. I would say the impression created to a layman by these 
ads is that with Compazine and Thorazine the physician has available 
drugs that cover the whole range of mental problems. 

Senator Keravver. Pass it down. 

Dr. Buatr. At the far right of the chart the color will be noted as 
a deep red, and I think the caption is “seriously disturbed.” 

Dr. LenMann. Severe disturbance. 

Dr. Buarr. And in the middle, the color gets lighter and it says 
“moderate,” and at the far left it says “minor disturbance.” 

Now, across the heavy red (to the right), is the caption Thorazine, 
Across the light red or pink (to the left), is the caption Compazine, 
The question arises as to whether or not the use of Cumnpeaia in that 
lightest part of the pink (on the left) is well supported by existing 
medical evidence. 

ee Keravver. Dr. Lehmann, do you want to comment on these 
ads 

Dr. Leumann. Well, it is to some extent substantiated by medical 
evidence, but there are other articles which again have shown that 
there is very little effect. Here we are in the field now where things 
become most complex because we are not dealing with the severe men- 
tal disturbances, severe mental illness where one can empirically check 
fairly conclusively whether a drug or any kind of therapy is effective 
or not, because patients will leave the hospital or will definitely show 
— with gross clear evidence. 

ut if we come to the milder emotional disturbances, things become 
very complex, and we have to keep in mind that a great number of 
patients, something like anywhere from 20 to 50 percent, will improve 
with any kind of a pill, no matter what it is, because of the so-called 
placebo effect. 

That will also hold true for depressions. Therefore, it is always 
defendable for a drug to claim that a certain number of patients will 
get better because they always wHl. Anywhere from 20 to 40 percent 
will react to anything. 

Senator Knravuver. You mean bread pills? 

Dr, Leymann. Oh, yes. Well, to vitamin pills, to pills with sugar 
in them, simply because of the suggestions implied or because of the 
passage of time. If 10 people have a headache and 10 of them get 
sugar pills, probably two to four will respond within half an hour and 
say the headache is gone. 

Senator Krerauver. Would you say that ad, in the way it is pre- 
sented, might mislead some general practitioners ? 

Dr. LEHMANN. It might, because in some cases of milder emotional 
disorders or disturbances, Compazine will be the drug of choice, and 
again in others it will not be. It is difficult to say whether that is 
accurate of inaccurate, whether it is misleading or not. This is one 
area where the physician will have to familarize himself very care- 
fully with individual circumstances. 

One thing is certain: that Compazine has not been shown to be as 
effective in mild disturbances as it has been shown to be in the severe 
disturbances. Yet in this ad it is slated for the mild disturbances in- 
stead of for the severe. 
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Mr. Drxon. Doctor, that is the point I want to develop. As I 
understand it, Thorazine and Compazine are in the high potency area 
of tranquilizers? 

Dr. Lenmann. Yes. 

Mr. Dixon. And Meprobamate, the Miltown-Equanil product, is in 
the milder form ? 

Dr. LenMann. Yes. 

Mr. Dixon. From the composition of those two ads, which are 
exhibits 126 and 127, is it fair to say, by the very composition of 
shading from dark red over into the lighter shade, the impression 
is created that the product Compazine is to be sold for the milder 
form of ailment ? 

Dr. Lenmann. Yes, for the same conditions for which Mepro- 
bamate is indicated. 

Mr. Dixon. You could, could you not, under that same philosophy 
take Thorazine and step it down low enough to where you could do 
the same thing with that ? 

Dr. Lenmann. Yes. I suppose the firm, if they were asked the 
question, would make one other argument. They would say that 
Thorazine produces a little more drowsiness than Compazine. 

Mr. Dixon. Would it be a fair statement to say that Compazine 
should be properly advertised in the same area with Thorazine? 

Dr. LEHMANN. Yes. They would be on much safer grounds. 

Senator Keravuver. Dr. Freyhan. 

Dr. Freyuan. Looking at this advertisement, I am a bit perplexed. 
I have never seen it in any of the psychiatric journals. I think it 
says here it is from the Medical News magazine. I am not familiar 
with this, or that it is from the: Journal of the American Medical 
Association. I have never seen it before. 

In the early investigations of Compazine, we were to find out 
whether this much more potent drug would be more effective than 
Thorazine in the treatment of severe disorders. 

Now the confusion arising from statements in this advertisement 
must be seen in the fact that it doesn’t exclude that Compazine can 
also be used for severe disturbances, since it simply quotes an article 
which claims Compazine shows “great promise in the treatment of 
mild mental and emotional disturbances.” And when you say, “It 
shows great promise,” this is noncommital, saying merely that’ some 
physicians have worked with it and think it may be quite effective. 

In other words, what is misleading is this: Compazine is much more 
potent than Thorazine. It has a much higher incidence of some neu- 
rological manifestations than has Thorazine. But it also has, and I 
think this will be pertinent here, it also has a more marked antiemetic 
effect. That means it is a drug quite widely used to counteract vomit- 
ing, as for instance in the case of pregnant women. Now since this 
drug then, while actually being a very potent drug for severe mental 
disorders, if given in small doses, will have the effect of diminishing 
the urge to vomit, perhaps even abolish it, and also exert some psycho- 
logical effects, you may say that with small doses it could be effec- 
tively applied. 

0 to sum it up, I would say that again the general implication 
rather than the single statement is misleading. 
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If one would infer from this advertisement that Compazine is gen- 
erally a drug for mild and moderate mental disturbances, then it 
would be completely inaccurate, because Compazine is a much more 
potent drug with a much higher incidence of certain complications. 

If one, howe ever, would state, “If you give it in very small doses, 
then it has this combination of effects” that would be defensible. 

Mr. Dixon. Dr. Freyhan, what are some of the most serious side 
effects of Compazine ? 

Senator Kerauver. And do they apply to Thorazine, too? 

Dr. Freyuan. It may be necessary for me to say that the term 
“side effect” might be somewhat misleading. Actually these are 
effects which are simply part and parcel of the drugs action on the 
brain. 

They are not really side effects but they are concomitant effects 
which one has to take into consideration as one does with many other 
drugs, with which one wants to treat severe mental disorders. These 
effects are due to the fact that these drugs operate in a particular 
system of the brain which has to do with body movements. Patients 
are, therefore, apt to develop some symptoms of body rigidity, some 
symptoms of tremor. In the first few days there might even be some 
rather dramatic symptoms such as spastic movements of the neck 
and of the arms. These symptoms are not serious insofar as they are 
very easily counteracted, even within a few minutes, by the admin- 
istration of other drugs or by discontinuation of the medication. 

But they can be serious if the physician is not aware of the fact, 
and this has happened a great deal in the beginning after introduction 
of Compazine that this is due to Compazine. Then he may think 
of some brain disease or some other disease and completely miss the 
boat. 

He may get involved with various diagnostic procedures when all he 
has to do is to discontinue the drug, lower it, or give another drug 
which will quite effect ively counteract these symptoms. 

So by “serious” is meant that in the moment of appearance and if 
not recognized as drug reactions, the patient is confronted with most 
distressing manifestations. But all this is not serious in the sense 
that it is toxic or a danger to life. 

Mr. Drxon. How about the side effect in terms of jaundice in taking 
the product Thorazine, for instance ? 

Dr, Frevian. Jaundice in Thorazine treatment occurred i in about 
2 to 3 percent. 

Interestingly enough while jaundice had been observed a good 
deal in the first and second year, I think it has for all practical pur- 
poses vanished. Whether this is due to the fact that so many people 
now have been exposed to the drug that they have built up some 
sort of an immunity is a speculation which I don’t believe I can answer. 
But we haven’t seen any jaundice in Thorazine treatment for years. 

Mr. Dixon. How about lockjaw ? 

Dr. Freyuan. Lockjaw is another of these neurological symptoms 
that I described. It usually happens during the first week of Com- 
pazine treatment. It may happen with T hors azine, and it happens 
with almost all of the very potent tranquilizers that have recently 
been introduced, for example, Stelazine. This is a reaction that can be 
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Senator Keravuver. Let’s find out. Dr. Lehmann, in your original 
experimentation with Thorazine or chlorpromazine, did you find 
lockjaw ? 

Dr. Lenmann. No, we did not find it, Senator. We had worked 
with the drug which has the trade name of Thorazine now for about 
4or 5 months when we noted for the first time that some patients 
appeared rather rigid and stiff. That is the kind of symptom that 
now everyone knows so well. 

The symptoms that Dr. Freyhan just described have to do with the 
effect on centers of the brain which are responsible for movements. 

I mentioned this because it took us 4 or 5 months of treating about 
70 patients before we, for the first time, noted this side effect. 

Even then, since there was no other drug known that produced 
such peculiar effects, we thought we were mistaken and it took really 
about a year of having used the drug until we knew more about 
this side effect, which by now is a very common one. 

Senator Krerauver. Did you find jaundice in your experiments? 

Dr. LenmMann. We found jaundice in our first 70 patients, and felt 
that it might jeopardize the fate of the drug if we published it, but 
of course it had to be published. 

Senator Kerauver. You published that in your first paper; didn’t 
you? 

Dr. LenMann. In the first paper. 

Senator Kerauver. In 1954? 

Dr. LenM ann. Yes, in 1954 it came out. 

Senator Kerauver. But was that mentioned in these advertise- 
ments 

Dr. Leumann. No, it is always negatively referred to that other 
drugs do not produce jaundice. It had been very well publicized the 
first time because the very first paper contained these three cases of 
jaundice so there was a great deal of talk about jaundice with 
Thorazine. 

This was then capitalized on by bringing out other drugs and con- 
stantly stating that they do not produce jaundice. 

Senator Kerauver. Is it always mentioned as a side effect ? 

Dr. Lenmann. Not in the ads. 

Dr. FreyHan. But it has been in many of the other ads. 

Senator Kerauver. But Iam talking about this ad. 

Dr. Leunmann. Inthis one? No, 

Senator Kerauver. Is lockjaw mentioned ? 

Dr, Lenmann. No, none of the side effects are mentioned here. 
It simply says that one shows great promise and the other one has 
been found “useful in the spectrum” and so on. There are no side 
effects and no precautions mentioned. 

Senator Kerauver. Rigidness and other side effects 
on notice in that advertisement ¢ 





are they put 


Dr, Lenmann. No side effects mentioned in this at all. 
_ Dr. Buatr. Mr. Chairman, in that connection I would now like to 
introduce for the record a survey of advertisements of tranquilizing 
drugs made for this subcommittee by the Education and Public Wel- 
fare Division of the Library of Congress submitted on January 15 of 
thisyear. This particular survey covers the year 1959, and in this sur- 
vey the results are given of an analysis of the advertisements of tran- 
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quilizer drugs appearing in each issue in the Journal of the American 
Medical Association, New England Journal of Medicine, Medical 
Economics, and the American Pharmaceutical Association Journal 
for the various tranquilizer drugs. 

Senator Keravuver. Let that be exhibit 128. 

(Exhibit No. 128 may be found on p. 9528.) 

Dr. Buatr. In connection with the question which was just raised 
on Compazine, none of the advertisements examined for the year 1959 


by the Library of Congress contain any reference to the possession by | 


that drug of any side effects. The language contained not only on 
this drug but on most of the other drugs included in the survey, when 
they relate to side effects is generally in the negative sense that the 


drug doesn’t have side effects. It doesn’t have this side effect or it | 


doesn’t have that side effect. 


In connection with Compazine, the ads state that it is remarkable [ 
for its freedom from drowsiness and depressant effect, that it is well | 
tolerated in the recommended dosage range, hypertension is minimal 


and infrequent, that unlike agents which tranquilize a patient by 


making him sleepy or drowsy, Compazine is remarkable for its free- / 
dom from drowsiness and depressant effect, that anxiety and irrita- | 
bility are controlled, and that it has little if any hypotensive effect. | 

Now throughout all of this literature there are found only a very | 
few instances in which the attention of the doctor is called to the | 


ae by any of these drugs of any specific side effects. Dr. Frey- 
an and Dr. Lehmann have had an opportunity to examine this survey, 
and perhaps they would care to comment on it with respect to not only 
what the ads do say, but what they do not say. 

Senator Krrauver. Dr. Lehmann, you have seen this survey ? 

Dr. Lenmann. Yes, I have seen it, Senator Kefauver. {t would 
indicate that the editorial policies of various medical journals ar 
quite different in certain respects. For instance, in the American 
Medical Association Journal, possible side effects are indicated much 
more frequently than in the New England Journal of Medicine which 
also has an excellent general editorial policy. 

And in the Journal of Medical Economics side effects are more 
frequently referred to than in the New England Journal of Medicine 
but. not as frequently as in the American Medical Association Journal. 

The conclusion is quite clearly the following: 

How misleading or accurate or informative or ethical an ad, 4 
pharmaceutical advertisement is or will be will depend greatly if not 
mainly on the editorial policy of the Journal, for one thing, because 
if an editorial policy would be rather tight in a journal, as we have 
seen in these different journals then certain ads would not be allowed 
to appear. And if, for instance, ads would be scrutinized as carefully 
as manuscripts of papers are—we do know that there are certain med- 
ical journals which are known to be almost notorious to be very easy 
to get into, because the editorial policy is not very tight, and their 
articles do not carry particular value. Other articles, if they appearin 
certain other journals, are of greater value simply because they ap- 
peared in a journal with better editorial policy. 

If the same would be true for ads, if one could judge the journal by 
the kind of pharmaceutical ad that they allow, we could probably get 
ahead quite a bit. May I give one example, I cut two ads out abouts 
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certain drug, an antidepressant, Niamid, of two different journals, 
but both advertised in the same month. 

In one journal which is a rather responsible one, Mental Hospitals, 
there are various statements made: “Side effects are infrequent and 
mild and often eliminated by reduction in dosage.” 

Then it goes on to state about dosage. But then there is one heading 
“Precautions” and it says: 

Niamid has not been reported to cause jaundice. However, in patients with 
a history of liver disease the possibility of hepatic reactions should be kept in 
mind. 

That is a very valuable warning. But the same firm advertisin 
the same month with the same picture and otherwise quite an identica 
advertisement in another journal simply says in the other journal: 

A high degree of safety already proved in several thousand patients. Niamid 
has not been reported to cause jaundice or glandular symptoms. 

Visual disturbances and hypotensive effects have rarely been noted. 

It states only negative things and makes no allowance for the 
category of precautions as in the other. The conclusion then is that 
if a journal has a better editorial policy the ad will be better. 

Senator Kerauver. They are all advertising by the same company, 
aren’t they ? 

Dr. LeuMann. Yes. 

Senator Kerravuver. I notice it says Compazine in the APhA 
Journal. What is that? 

Dr. Lenmann. In the American Pharmacological Association 
Journal. 

Senator Kerauver. Nianamid has possible side effects. There are 
none at all listed here, on thorazine in the APhA Journal. No side 
equature—what is that ? 

Dr. Leumann. The Pharmacological Association would not at all 
be interested in side effects. It is the clinician who would. 

Senator Harr. I am sort of a general practitioner. We have eight 
children so I feel some skill in minor surgery but not in this field. I 
want to ask you a question on this point, or at least get your reaction. 
Whose is the primary responsibility, as you view it, for the reliability, 
clarity and adequacy of a medical advertisement such as we have 
been discussing? Is it the editor of the magazine? Is it the manu- 
facturer of the drug or is it the public agency, whatever that:might 
be? And if there isn’t such an agency, should there be? 

Dr, Lrnmann. I can only of course give my personal opinion. 

Senator Harr. Yes. 

Dr. Lenmann. As far as the manufacturer is concerned, I would 
feel as a psychiatrist that their motivation is one of selling, and there- 
fore I would not have too much confidence in their policing them- 
selves, unless they are being helped, because even in a manufacturing 

rm’s promotion I think there is a split between the research depart- 
ment showing more responsibility and the promotion department only 
interested in promoting. 

Now one practical possibility to me would appear to be the editor of 
4 journal who could—if this would be a general policy, perhaps— 
could institute that sort of thing. 

It would mean more work for somebody, the editorial board, and 
they would also have the responsibility for the ads. 
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But I have been told privately by representatives of drug manu- 
facturers that they would welcome such a thing, because they some- 
times have to put out ads that they don’t like themselves, simply to 
keep up with the others. And they would welcome such a policy, 
since they need the journals as much or more than the journals need 
the ads. They say that they, the bigger firms, would welcome a 
tighter editorial policy on advertising. 

Senator Harr. Thank you very much. I have just one more ques- 
tion but not on this subject. 

Mr. Kirrrim. I would just like to follow up on that. Go ahead, 
Senator. I understand you have to leave. 

Senator Harr. Just to this point. Perhaps the witness could help 
those of us who are curious on the subject that was developed yester- 
day. In any event, at some juncture here, we had some testimony or 
exhibits that indicate that in the case of at least some of the drugs 
to which you have been addressing yourself, prices in Canada are high- 
er than the prices for that product in the United States. Do you have 
any ready explanation for this? 

Dr. Lenmann. I wish I had, Senator. I was horrified to learn this, 
I had no idea, and I don’t think many people in Canada know this, 
I haven’t the slightest explanation, and I hope it will soon be forth- 
coming or we will be searching for it. 

Senator Harr. If this is news in Canada, then I am sure Senator 
Kefauver’s committee will find that it will be greeted with mixed 
emotions. I am sorry that we disturbed them up there too. 

Senator Keravuver. I think that this investigation is unpleasant to 
a lot of people. 

Mr. Cuumerts. I don’t think that I 

Senator Kerauver. It is not particularly pleasant for any of us to 
sit here all morning and all afternoon to criticize a lot of people. I 
guess somebody has to do this job, but unfortunately our resolution 
doesn’t permit us to go to Canada. 

Mr. Krrrrm. Mr. Chairman, I would like to follow up on one point 
started by Senator Hart here. 

Senator Krrauver. Yes, indeed. 

Mr. Krrrrm. The question is who is to do the policing. I think 
that probably the drug manufacturers, when they come here, will want 
to answer some of the statements made here about the advertising. 
But apparently the present witnesses believe that the advertising 
practices as they now exist are not proper. Now, who is to do the 
policing? One of the answers is that each drug manufacturer should 
restrain himself—but this is difficult because of the profit motive in- 
volved. The other possibility is a regulation by a Government agency. 

Possibly another answer is regulation by the editorial boards of the 
magazines printing such advertisings. But then, again, their busi- 
ness is to publish things, not censor them. If they are going to have to 
pass on the medical adequacies of some of these advertising statements, 
it would be rather difficult for them to do business. 

Finally, how about self-regulation by the pharmaceu‘ical manufac- 
turing organizations themselves. 

Now, self-regulation is the practice in the legal profession, where 
it is the bar association that decides in what way, say, a practicing 
attorney can advertise. They prescribe the proper advertising prac- 
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tices. They tell the lawyers that they can do this but cannot do some- 
thing else. Wouldn’t it possibly be the most effective way to delegate 
a similar authority to the organization of drug manufacturers? Such 
organization is probably most competent to do this policing. 

Mr. Drxon. They have that authority now, Mr. Kittrie. Each per- 
son can review his own action. 

Mr. Krrrrm. I wonder whether it would be possible for the Ameri- 
can Pharmaceutical Manufacturers Association to receive all proposed 
new advertisements and then pass on them? 

Dr. LeHmann. I am afraid I couldn’t answer this question. 

Mr. Krrrrtm. What would be your response? Do you feel that 
would be an effective way ? 

Dr. Lenmann. It might be, so long as it isn’t the agency which is 
motivated to sell the product, and as long as it is an agency which 
is impartial and informed, both, impartial and informed. That 
could well be the case in a pharmaceutical association, I suppose. 

Senator Harr. Are there any further questions ? 

Mr. Dixon. Dr. Freyhan, do you want to comment also on exhibit 
129, which I understood you had studied ? 

Dr. Freynan. I wanted to make these observations, especially on 
drugs like Compazine, because on some pages here no side effects were 
indicated. 

Now, I think that this reflects a divided advertising policy. My 
investigations have been primarily concerned with some of these 
previously not recognized effects, and I have written a good deal about 
it, and Smith, Kline & French Laboratories have been quite aware 
of it. They have responded although this is not reflected, of course, 
in these pages, by publishing certain pamphlets which they have sent 
out to doctors referring specifically to these symptoms. They also 
have made films which they show in any hospital or any group that 
request to see them. They have also published some books for nurses 
so they would understand and recognize these reactions. So I would 
say that the picture isn’t all black and white, and there has been 
some recognition of this. 

But, as was indicated, this information is not mentioned in all of the 
advertisements. There have been efforts to come to grips with these 
questions and to organize an educational campaign. I would say in 
general that many of the pharmaceutical houses are anxious to get 
our opinions. They are not always willing to follow our suggestions, 
of course, and one wouldn’t expect them to, but they have listened. 
With regard to the suggestion that was made, I think that if through 
these hearings and through the publicity of the dark sides of promo- 
tion, if the pharmaceutical industry would voluntarily form a group 
which would in fact act as a clearinghouse for ethical advertising, that 
would constitute a very decisive step in the right direction and would 
probably cause less friction than if control should be imposed upon 
from the outside. 

Mr. Dtxon. Isn’t it possible, Doctor, that if the Food and Drug 
Administration and the Federal Trade Commission had been doing 
their job, this wouldn’t be happening now ? 

Dr. Freyuan. Well, perhaps if that agency had a somewhat more 
extended role, it would have a voice in it. But I don’t know what 
this agency’s exact limitations are. I mean I know that they are not 
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supervising advertisements. I don’t know whether this is by default 
or by lack of personnel or by legal restrictions. But I think that it 
might be quite desirable if that agency would at least be in a position 
if not to censor all advertisements, but at least take those manufac- 
turers to task whose advertisements are really and truly misleading, 
and then have a way of forcing a change in the copyright. 

Mr. Dixon. In the area of health, medicine, can we afford to make 
mistakes ? 

Dr. FreyHan. No; I don’t believe so. 

Mr. Dixon. Then if you have to correct it after the act, the mistake 
is made, isn’t it ? 

Dr. Freynan. Well, that is true. But perhaps by innovating such 
a policy, the flagrant abuses would come down to a minimum. 

Mr. Dixon. If it were required that no one could advertise a medi- 
cine until the representation had been approved by a competent au- 
thority—the best authority obtainable—there would be less chance 
of a mistake, would there not ? 

Dr. Freyuan. There would be less chance, although there would be 
some difficulty because it would come into the field of defining author- 
ity in the case of a new compound relatively little work has been done, 
But I am sure it could be worked out. 

Mr. Dixon. Thank you, Doctor. We have no more questions. 

Senator Harr. Doctor, maybe this will serve as a defense of the 
detail man concerning whom [I at one juncture had some reservations, 
Do I understand from your testimony that there are general practi- 
tioners who will prescribe a pill as a consequence of, and ok alone 
on, reading one of | those ads? 

Dr. Freyuan. I don’t know this and I am not sure how anyone 
could find out. You might simply imply this in terms of the tremen- 
dous increase of drug prescriptions. But I mean there is no way 
of knowing. I don’t know that anything short of a questionnaire sent 
to all doctors or some sort of an investigation could identify some of 
the motivating factors which makes which prescribe particular drugs. 

Senator Hart. If—and I suppose unless you could insure that it 
was not true—it is possible that drugs are prescribed solely as a result 
of these ads, the urgency to insure that the advertising is right seems 
very great. It never occurred to me until the last 30 minutes. We 
have now touched something which seems most directly to affect the 
health of somebody in the next 5 minutes. 

Would you say that this was an overstatement or an undue alarm? 

Dr. LenMANN. We wish it were, I think. 

Senator Harr. I beg your pardon, sir? 

Dr, LenmMann. We would wish it were an overstatement, but I am 
afraid it is not. It shouldn’t be, but the fact of the matter is I feel 
that quite a number of physicians are, in what they consider to be 
milder conditions of anxiety and depression, and so on, are simply 
prescribing on the basis of an ad they saw yesterday. 

Senator Harr. I have listened to lay people criticize lawyers and 
resented it. I am sure doctors will resent my criticizing. But if that 
is true, I think it is an utterly irresponsible performance by a pro- 
fessional man. 

Dr. Lenmann. Yes. 
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Mr. Dixon. Senator Hart, on that point you will recall during the 
steroid hormone hearing the last product that had been produced 
in that field under the generic name dexamethasone—I believe it is 
Decadron—it was testified here that although it was more potent— 
I believe about 7 to 1 in potency—still it had about the same expected 
side effects. Nevertheless when the product was introduced on the 
market, there was an advertising campaign carried out, and immedi- 
ately that product, as shown by an exhibit which was put into the 
record, I believe, by Mr. Connor of Merck—indicated that from 
January to September 1959 this new product immediately attained 
26.9 percent of the total market. Then, as Dr. Blair points out, 
Schering’s version of dexamethasone, under the trade name of Deronil, 
obtained 4.8 percent of the market, or the two combined obtained 
in those 9 months over 30 percent of the total market, which was by 
far the largest of any of the products in the steroid hormone field. 

Dr. Freyuan. I think it is fair to say, and to place this problem 
in the right context, that such fluctuations also occur with nonchemical 
treatments in medicine, I mean medicine is not an exact science, and 
very often, in conditions which are not too well understood and have 
arather hopeless prognosis, any new treatment, of course, is grasped 
with great expectations. You could probably obtain statistics re- 
ferring to psychiatry, showing wide but fluctuating use of insulin 
treatment; then there was the era of surgical operations; then en- 
thusiasm for psychotherapy. Thus there have been periods in which 
a new treatment, and maybe a new drug, capture the therapeutic in- 
terest and fascination, but that this may not be altogether the result 
of promotion but due to the fact that this treatment, by virtue of being 
a new treatment, had to be tried out since the previously available 
treatments had not been too satisfactory. 

I think that this phenomenon is typical in psychiatry, where 
we have mental illnesses which have by and large not too effectively 
responded to any treatment. 

r. Dixon. But in connection with that promotional campaign, 
we introduced in this record the advertisements with respect to that 
product which represented no side effects. 

Senator Kerauver. That was one line somewhere. 

Mr. Drxon. That is all, Mr. Chairman. 

Senator Kerauver. We certainly are grateful to you, Dr. Leh- 
mann and Dr. Freyhan. The information you have given is of 
great, public value and certainly of great value to this committee. 
We wish you well on your trip to Montreal, Dr. Lehmann. Dr. 
Freyhan, you are nearby, so come back and see us again. 

I apologize for the circumstances delaying the testimony of our 
next distinguished witness, Dr. Henry Brill, deputy commissioner, 
Department of Mental Hygiene of the State of New York. 

_ Dr. Brill, will you forgive us? We are all very much interested 
in your testimony. There have been frequent references to your 
eminence in the field of psychiatry and your great experience in the 
problem that we are dealing with here. 

How long have you been the deputy commissioner, Dr. Brill? 
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STATEMENT OF DR. HENRY BRILL, DEPUTY COMMISSIONE:&, 
DEPARTMENT OF MENTAL HYGIENE, ALBANY, N.Y. 


Dr. Britu. I have been deputy commissioner for about a year and 
I was assistant commissioner for about 7 years before that. 

Senator Kerauver. You have been active in the field of psychiatry 
for many years? 

Dr. Britu. Since 1932. 

Senator Kerauver. That is more than several years. 

Dr. Britt. Yes, sir. 

Senator Kerauver. You have had great experience with all of these 
tranquilizers that we are talking about here. 

Dr. Britt. Ina certain field I have, Senator. 

Senator Krrauver. You have a statement, sir. Is there any other 
statement by way of background that you wish to make as to your 
experience? We know you have written quite a number of medical 
journal articles and some books. 

Dr. Bru, I think not. I think that the background will appear 
in the statement. 

Senator Keravuver. Very well. Will you proceed ? 

Dr. Briiu. I have been asked to direct my attention to the follow- 
ing questions: 

The dimension of the mental health problem, the cost to State gov- 
ernments of procuring tranquilizers and related medicine, and in ad- 
dition the cost of these drugs to the patient and finally the experience 
of my department, that is the New York State Department of Mental 
Hygiene in trying to effect price reduction of these drugs. 

I would like to say a few words as background to the answers to 
the questions to which I was asked to direct my attention. In late 
1953 some of our research workers became interested in Chlorproma- 
zine and in reserpine, or rather Rauwolfia which is the predecessor of 
reserpine. These two drugs seemed to have some value. As has been 
pointed out, there was a great deal of skepticism about the possible 
value of a medical treatment for a mental illness. 

Based on theoretical considerations, many people, many competent 
phychiatrists, felt that it was impossible to treat a mental illness with 
a drug. In the year 1954 in the New York State Department of 
Mental Hygiene a series of pilot projects was carried out, and a group 
of about. 2,000 cases received treatment by the end of the year. 

I mentioned this because it is an example of the long slow process 
of evaluating two drugs, and it is to be kept in mind in relation to 
the large number of new drugs that are appearing on the market: at 
the present time. 

I think also one should keep in mind that the skepticism and the 
apparent impossibility of the approach could have deterred us from 
entering the field at that time. 

When we are faced with new drugs now we still have the same 
problem, that is the problem of whether we should commit ourselves 
to an extensive evaluation or whether now we have reached the end 
of the road. 

I will say in anticipation that while the drugs have done a great 
deal in the mental hospitals, we are far from satisfied that these are a 
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final answer. There is a great deal more to be done. Many patients 
fail to respond, and the room for improvement is vast. 

Even in those cases where the drugs have a direct application there 
is room for advancement. And then there are fields of psychiatr 
which are not touched at all with our present facilities. go we still 
have to look at new drugs in the same way that we look at the first 
two when they appeared over the horizon in spite of the skepticism 
with which they are greeted. 

At the end of the year 1954 there was considerable agreement that 
these drugs had a value in a larger group of cases, and here another 
principle must be invoked. A treatment which is effective in a small 
pilot experimental project under the eye of an interested experi- 
menter may fail completely when it must be subjected to use under 
field conditions where hundreds of physicians apply it without special 
interest of a researcher and the special skills of a researcher, and in 
the department of mental hygiene at the present time we have about 
a thousand physicians who are involved in the treatment of our 
patients. 

The problems we faced at the end of 1954 could be divided into 
three groups. The first was to manage the transition from a pilot 
program to a large scale program. The second was to evaluate the 
expansion and at the same time to begin to evaluate some new drugs 
which were appearing. 

Then the third problem was the matter of financing, because there 
isa considerable amount of money involved in this operation, 

Now about 4 years ago I had the privilege with our statistician 
Mr. Patton to report on our initial experiences, our initial impression 
of the drugs, and they held out great promise. During the first year 
of large scale treatment, and it was important that we should carry 
out a large scale program in order to provide a contrast between 
the year in which treatment was available and the year previous when 
such treatment was not used, in the first year 30,000 cases were 
treated, and that year saw releases from the New York State mental 
hospitals increased by 18 percent. The traditional annual increase 
of patients of 2,000 per year was suddenly reversed and there was a 
decrease of 500. 

The atmosphere in our 18 State hospitals which housed 92,000 
patients had undergone a radical change which was apparent to 
anyone who was familiar with their operation, and the use of re- 
straint and seclusion was cut in half, and this is a measured amount 
because statistics are kept on this subject. 

The cost of drugs for these operations during this first year was 
$750,000 in State funds. The results which were achieved during 
that year at first were open to some question. There still was the 
possibility that this was a coincidence. The favorable change has 
continued and has advanced during the next 4 years, and we find 
now that both for inpatients and for outpatient work, tranquilizing 
drugs are indispensable to the operation of a mental hospital system. 
The volume of therapy has increased steadily. At the present time 
there are 50,000 of our 88,000 patients under drug treatment, and you 
will notice that the number of patients in New York State mental hos- 
pitals has fallen from over 92,000 to 88,000. 
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The cost of the program for the current year will be $2,350,000, 
The amount of restraint and seclusion used in the institutions has been 
reduced now to one-tenth of the figure which obtained in the period 
before drugs were available to us, and the number of releases from the 
institutions has risen by 9,000, going from about 8,000 to 17,000 
patients per year. 

This second phase of the drug story has amounted to a revolution 


i mental hospital operations, and the importance of it is emphasized | 


by the fact that similar changes have occurred broadly in many States 


and in many countries. However, after the first year, after the condi- J 
tions had improved, as I described at the beginning, a cycle of favor. 


able administrative changes also took place in the hospitals. 
There was an increase in liberalization. Liberal administration 


and release policies became possible. There was an increase of per- | 
sonnel allowance to the extent of several million dollars. This is im- | 


vortant but must be taken in the context of a total budget of over 
$500 million. Now, these other things, other changes, other improve- 
ments must be taken into consideration when one attempts to establish 
a cause and effect relationship between the anab eels use of drug 


Oe 


therapy and the favorable mental hospital changes. And some com- | 
petent authorities have pointed out that in other locations similar 


changes had begun to occur before drugs were available. 


Particularly they point out that in England the open hospital | 
already had been tried earlier, and that, in certain of the American | 


States, population had been reduced in the mental hospitals by in- 
crease of personnel. 

We did two, Mr. Patton and I—Mr. Patton is the director of statis- 
tics in New York State mental hospitals—and I did a second clinical 
and statistical analysis, and we came to the conclusion that. there 
was good evidence that in New York State in the second phase the drug 
therapy played a very important role. In my own opinion, results 
of this type on a small scale ‘can be and have been achieved many 
times in the past, going back to the 1800’s, but the present change 
involves mental hospitals, as I mentioned before, in many States and 
many countries. It followed quickly after the introduction of the 
new drugs, and it is without precedent in a steady 150-year history of 
what seemed to be a hopeless battle against overcrowding, croniely 
and behavior disorder. The recent advances everyone agrees could 
not and were not achieved by drugs alone. But I believe that they 
could not be achieved on any significant scale without the use of drugs. 


In a word, the improvements which have taken place required drugs 


as well as the other standard psychiatric facilities. 
Because of the scope of this operation, the fiscal implications are 
very important. 


To begin with, the budget for drugs at the present time is approxi: | 


mately 1 percent of what the budget for the department of mental 
hygiene is. From the start our major preoccupation was of course with 
the medical problems, because the cost of administering these drugs 
is many times the cost of the drugs themselves. 

Furthermore, there are humanitarian, medical, and humane prob- 
lems which outweigh everything else, but fiscal considerations did 
have to play a role. It would be unrealistic to imagine that they 


could be totally disregarded. Now the division of functions in State 
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government or, rather, in government generally, was very useful in 
this connection. In Now York State it leaves to the division of stand- 
ards and purchase the establishing of competition and the maintenance 
of adequate market contact. 

Now, direct competition among the various substances which came 
into the field is not easy to establish because each drug has its own 
specific action, and while in general they seem to cover the same field, 
the experience is that patients react to one drug when they have failed 
to react to another drug. 

And up to a point this can be systematized, and beyond that point 
it is a relatively empirical thing that must be learned by observation. 

(At this point, Senator Kefauver left the hearing room.) 

Physicians vary markedly in their evaluations, and dosages are 
very variable so that it is difficult to compare the cost of maintaining 
a on effective levels of treatment using different medications, 

cause there is always a question whether one is comparing com- 
parable things. 

Using heavier doses the cost goes up, and using lighter doses the 
cost goes down. The question always must be settled whether one is 
comparing the equally effective doses of two drugs in trying to com- 
pute costs of treating a patient for a year. 

Then this is perhaps further complicated by the fact that the cost 
per milligram of any given drug rises in the small pills, the small 
size pills, or when injections or fluid preparations are used. 

Nevertheless, we made a recent rough estimate which indicated that 
at State prices the least costly medication of the tranquilizing group 
can be given for about $9 per year, per patient. The highest priced 
oral medication, that is given by mouth, is about $93 per year, per 
patient. Injection medications are considerably more costly. They 
are never carried on for a very long time. 

The average cost for a year of treatment for a patient is about $50 
and this is actually within the price range for those drugs which are 
used most frequently, although the choice of such drugs is based on 
the clinical and not on strictly fiscal considerations, 

The fiscal considerations play an important role, however, in the 
relative amount of the type of preparation used, capsule or fluid, 
injectible form and so on. As an example I would cite the fact that 
in the smallest sized tablet Chlorpromazine is about four times as 
expensive as in the large-sized tablet at State prices. 

Now as to the possibility, or rather the experience of the State, in 
bringing down prices. There has been a definite tendency for the 
cost of each medication to fall at least somewhat during the passage 
of time. The introductory phase is confused because, while prices may 
be high, pharmaceutical houses are usually willing to supply drugs for 
trial. When our program was first established, we received an esti- 
mated several hundred thousand dollars in drugs, but recent trends 
have been far more conservative, and now it is more usual to receive 
several thousand dollars worth at a maximum of recently marketed 
preparations without cost. 

If at the time the drug is being introduced, staff interest is shown 
by actual purchases, the division of standards and purchase makes a 
commercial contact and establishes prices, a practice which inci- 
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dentally does have an influence on the suppliers. They are apparent- 
ly willing to lower prices in order to be listed officially ; if the amount 
of use increases beyond that, competitive contracts are let and the 
contract prices are established based on large-scale use. 

Now by this means some prices of some substances have been re- 
duced about 50 percent. This would be perhaps the largest volume. 
Other prices have been relatively stable and have been reduced only 
10 to 20 percent and this depends partly on the length of time they 
have been on the market. 

The outpatient experience is as follows: 

At the retail prices the cost of drugs to patients who leave hospitals 
averages from $3 to $5 per week. Now, about half of the 17,000 
patients on convalescent care require such medication, and for many 
this amount of expense is a problem. 

You heard the previous two physicians speak about the fact that 
some of this problem is a rationalization. Patients often do not like 
to take these drugs, including Meprobamate, which has been described 
as having some habituating value. 

In such instance, that is the instances where expense is a problem, 
it is departmental policy that in no case shall medication be withheld 
for financial reasons, and the drugs are supplied by the hospitals or 
the clinics until the patient can make welfare or other arrangements 
for his medication. 

The cost of this operation is small in comparison to the drug bill 
of over $2 million for the inpatients, and it is still a trifle in compar- 
ison to the cost of inpatient—it is a trifle in comparison to the cost of 
inpatient care asa sale, and it is far less than the cost of supervising 
patients on convalescent care. 

The department’s aftercare clinics in New York City serve 8,000 
patients and have a budget of $114 million a year. This is tremen- 
dously greater than the cost of the drugs which are given to those 
patients who require such direct stpply. 

This is obviously not a firm and permanent type of arrangement. 
It is an arrangement which is acceptable and which is useful, but is 
relatively informal, and depends largely on professional judgment. 

Now, the future of this whole situation, I think, is of the utmost 
importance. I believe that the present profusion of competing drugs 
presents a problem which is more difficult medically, really, than it is 
fiscally. But from the fiscal point of view, it is more costly to operate 
a complex pharmacy. It makes it difficult to maintain inventories, 
and the addition of antidepressant drugs recently has brought still 
more problems into the field, and, of course, raised the cost somewhat. 

Yet the increase of cost, due to this factor in the total picture of 
drug use has not been overwhelming. 

Mr. Drxon. Doctor, do you mind my interrupting you at this point! 

Dr. Britt. Not at all, sir, not at all. 

Mr. Drxon. Doctor, you say in your statement that as you buy drugs 
you list them officially, and then eventually you get bids on them. 

Dr. Britu. Yes. 

Mr. Dixon. You have been able, I. believe you said, to save some 
money. Yesterday when Mr. Munns was here, we reviewed the ex- 
perience of the Military Medical Supply Agency of the U.S. Govern- 
ment, which buys in far greater quantities than you buy. 
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Dr. Britt. Are you sure about that ? 

Mr. Drxon. I think so. In 1956 they bought a total of $2,215,113 
worth of Thorazine. Did you ever buy that much in 1 year? 

Dr. Brity. We did not. That is a vast amount of Thorazine. I 
didn’t know they had that many patients. 

Mr. Dixon. That figure was furnished to us. Now, we reviewed the 
prices that they were able to purchase the product Thorazine for. 

Dr. Britz. Yes, sir. 

Mr. Dixon. We found, for instance, that for type 25 milligram in 
quantities of 50, in 1956, they made two purchases and had to pay 
$2.19 to $2.21 for it. In 1957 they had to pay $2.27 for the product, 
in 1958 $2.17 and $2.19. At the same time, it was pointed out that 
Thorazine was being sold to retail druggists at $3.03. The best price 
this Agency could get for Thorazine in 3 years was $2.17. That was 
only a difference of 10 cents in 3 years. 

Is your experience any better than that? 

Dr. Brizu. Well, I can’t give you the experience from year to year, 
but I can tell you that in the 25 milligram size in December 1954 the 
price was $47.73 a thousand, and in January 1960 it was $33.874. 

Mr. Dixon. You have the year it was introduced and then 6 years 
later you have a price. I gave you the 3 years experience by the 
Military Medical Supply Agency. Their experience was that during 
that time, they couldn’t get it much cheaper. There was only a 10 
cent range. 

Dr. Briuu. Yes. 
cee Dixon. Would you have us believe that you can do better than 
that 

Dr. Brit. No, I would not. I have not given you the in between 
figures. Actually, I don’t have them, although we will be very glad to 
supply the subsequent figures. I understand that some Government 
representatives, and I thought it was this committee, had reviewed the 
figures in the Division of Standards and Purchase. You may have 
those figures. 

Mr. Drxon. I don’t think we have them, sir, but I will point out an- 
other price. For type 25 milligram in quantities of 500, in 1959, 
the Military Medical Supply Agency paid $20.80. They were sold 
to the retail druggist by Smith Kline & French for $28.79. Were 
you able to get a better price for that quantity in 1959? 

Dr. Brin. I would be guessing. I think that the price since 1959 
has moved downward only very slightly, and the figure I have here, 
in the 25 milligram size, it is $33 a thousand. I believe that that is 
lower than the figure you quoted. You quoted $20 some for 5004 

Mr. Drxon. For 500. 

Dr. Brit. So that is below the price you quoted. 

Mr. Dixon. For the 100-milligram size in quantities of 500, in 
1957, the Military Medical Supply Agency had to pay $33.46 per 

ttle, and in 1958 they had to pay $33.37. They saved 9 cents. 

Was-your experience better than that ? 

Dr. Brin. You are quoting the in between years for which T have 
no figures. I can give you only the beginning and the terminal 
figures. ; 

Mr. Dixon. But the beginning year that you quoted was 1953? 

Dr. Brinn. 1954. 
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Mr. Drxon. In 1954 when the product was introduced ? 

Dr. Bru. Yes; that is about right. 

Mr. Dixon. What we have here is a 3-year study of the prices that 
were paid by the Military Medical Supply Agency. 

Dr. Britu. Yes, sir. 

Mr. Dixon. The Veterans’ Administration had the same experi- 
ence on a comparable basis. 

Now, one other point, sir. As I understand it, New York State 
has a very liberal law pertaining to welfare patients in comparison 
to other States, isn’t that a fair statement ? 

Dr. Bri. I believe so, but I wouldn’t have any technical knowl- 
edge on this subject. 

Mr. Drxon. Let’s assume that is correct. 

Dr. Britt. With regard to our patients, we are operating by com- 
monsense and giving the patients the medication on a commonsense 
basis. It is far, far cheaper from the money side alone to give the 


patient $50 worth of drugs a year than to pay $1,500 a year to keep | 


him in a hospital. 


Mr. Dixon. You state that after a patient leaves the hospital, you 7 


furnish him, I believe, medication for a year’s period? 
Dr. Britt. No. We furnish him medication until such time as he 
can get welfare or make some other arrangement, and there is no de- 


finite time limit and no definite arrangement except that we keep | 


him supplied until he can get his own supply. This may go on 
for a year, it may be terminated in 3 months, it might go on for 
longer than a year. 

Mr. Dixon. But when you do supply him, you are supplying him 
with pills that you are able to buy at a quantity price or lower than 
he could buy them at the retail drugstore ? 

Dr. Bri. Very much lower. 

Mr. Buatr. Mr. Dixon, may I ask a clarifying question at that 
point ? : 

You supply these drugs, I presume, to those people who ask you to 
make provision for them and to those who, for some reason, you 
think need to be supplied by the State agency? Aren’t there a num- 
ber of other patients who have been in your institution who more or 
less assume the responsibility themselves of providing their own 
medication after they have left the institution ? 

Dr. Brix. Yes, sir. Roughly half of the patients supply their own 
or more than half right from the start. 

Mr. Buatr. And not all of this half consists of members, you might 
say, of the upper income group; there are some in the middle, and 
some in the lower middle income group? In some cases it is a matter 
of pride, isn’t it? 

Dr. Bruix. I think it is, yes. 

Mr. Drxon. To this half, then, the prices that you have been quot- 
ing here would not be applicable ? 

Dr. Brit. You mean the $50 a year? Yes, for the people who buy 
it on the outside, our understanding is that average cost is $3 to $ 
a week, which makes $150 to $250 a year. 
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Mr. Buair. In other States where the proportion of discharged 
patients who receive medication from the State government is lower 
than in the State of New York, obviously the average burden on the 
discharged patient is higher? 

Dr. Brut. I would assume that to be true from professional con- 
tacts. I understand that it is true in some places certainly. 

Mr. Buarr. Are there not a good number of States whose laws and 
regulations provide that medical care to discharged medical patients 
ismuch more restricted than it isin New York? 

Dr. Brix. I am sorry to say that the facilities for care of dis- 
charged patients are very much less adequate in many places than 
they are in New York, very much less. 

Mr. Buarr. And the less adequate those facilities are, probably 
the greater the proportion of the discharged patients who have to 
pay the higher prices by buying the drugs from the retail drugstore ? 

Dr. Bru. I would assume that to be true. 

Mr. Dixon. Doctor, would it be a great deal of trouble for you 


Thorazine in various sizes and quantities ? 

Dr. Brriu. No, sir. 

Mr. Dixon. From 1954 through 1959. 

Dr. Britt. Not at all, not at all. These figures are public records 
and not confidential. 

Mr. Dixon. We would appreciate receiving that information. 

Do you purchase Compazine also ? 

Dr. Britu. We do. 

Mr. Dixon. Would you give us the same information for Compazine 
for the period when you purchased it ? 

Dr. Bri. Yes. 

Mr. Drxon. Also for the products reserpine and meprobamate. If 
you purchased them, we would like to have the same information. 

Dr. Briti. We do and we will. 

Mr, Drxon. As I understood your original statement, you said you 
did a lot of examination, in the early 1950’s, especially into chlor- 
promazine ? 

Dr. Brinu. Yes, sir. 

Mr. Dixon. And into rauwolfia? 

Dr. Brinn. Yes, we did. 

Mr. Dixon. Rauwolfia is ordinarily bought in this country as Ser- 
pasil, is it not ? 

Dr. Brini. At the present time the active principle is bought, yes. 
Serpasil is a trade name for the pure principle reserpine, the pure 
chemical. 

Mr. Drxon. Has it been your experience in purchasing Serpasil— 
we will say reserpine instead of Serpasil. 

Dr. Bri. Yes. 

Mr. Dixon. That is the generic term. In — reserpine, 
because there were more supplies, more available sources, you were 
able to get it at a considerably cheaper price? 

Dr. Briru. We were able to get a considerably cheaper price. 
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Mr. Dixon. And your experience on this overall cost would not 
only include your experience in Thorazine but your experience with 
reserpine taken together, would it not ? 

Dr. Britt. That $50 figure was based on chlorpromazine. This is 
not an average. This is the group of drugs most frequently used be- 
cause the annual cost for keeping a patient under reserpine is only $9, 
This was the first figure that I quoted in the paper. 

Mr. Drxon. We are correct in understanding that there is but one 
sole supplier of chlorpromazine, which is sold as Thorazine, and one 
supplier of Compazine. You were not able to get a competitive bid 
in that respect ? 

Dr. Britt. No, not in the sense that you have in mind. There is 
some degree of competition between these drugs and drugs of similar 
action. But they are not absolutely the same action, and the com- 
petition is, of course, limited. 

Mr. Dixon. Give me an example of that, sir. 

Dr. Briti. Well, reserpine is a competing substance. 

Mr. Drxon. Which of the high potency tranquilizers do you buy 
and use the most ? 

Dr. Brix. It is a long list. Reserpine—this is not in the order of 
volume—reserpine—may I interject. Chlorpromazine accounts for 
about half or a little over half of all the purchases. 


LS IES 


Mr. Dixon. That is the answer I was seeking. We would like, if | 


you will, to give us that exhibit that you have in front of you. We 
will make it part of the record. 

Dr. Brix. I will be glad to do that, if on the exhibit you will ree- 
ognize that these are rough figures and they should be checked. They 
should not be considered as final figures by any means. 

Mr. Dixon. Mr. Chairman, may that be marked “Exhibit No. 129.” 

Senator Harr. That will be received. 

(Exhibit No. 129 follows :) 


Exuisit 129 


Cost per patient 
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Mr. Dixon. Excuse me for interrupting you, sir, but I noticed you 
were about at the end of your discussion on costs, and I wanted t0 
interject those questions at that point. 
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Will you please continue ? 

Dr. Britt. Now, what I was talking about was the fact that we have 
many new drugs and many medical problems, and, in addition, a cer- 
tain amount, a certain number of fiscal problems. The evaluation, 
the medical problem is still the large one in relation to the introduc- 
tion of new drugs. The evaluation is a very slow process. It takes 
time to learn how to apply a new drug. Many substances fail to find 
acceptance altogether after they have been tried. 

Now, all these limitations require considerable understanding on 
the part of pharmaceutical houses who often feel that they have 
reason to place very strong confidence in their products and they are 
anxious to market them rapidly. 

Nevertheless, on the other side of the ledger we do recognize some 
of these drugs have added tremendously to our basic knowledge in 
psychiatry. They have extended our therapeutic potential. Some 
of the newer ones definitely do more for our patients—to change 
that—some of the newer ones are able to help patients who fail on 
some of the older ones, and they do have a place in the therapeutic 
armamentarium. Most of us feel that the best hopes for the future 
and for future advance in major psychiatry lie in developing still more 
effective psychiatric drugs. 

For this reason, New York State feels that it must explore the 
potentialities of each new preparation as far as possible and keep 
under study the entire spectrum of available medications, maintain- 
ing, of course, a proper regard for costs and for good purchasing prac- 
tices. 

It may appear in the thick of things that we have too many drugs 
and that perhaps we ought to restrict ourselves to a few and say 
that we have gone as far as we can with the present group. I believe 
that this would be wrong. I believe that there is lots of room for im- 
provement. We must have more effective drugs and perhaps the most 
important thing that the drugs have contributed aside from the prac- 
tical advances that we have reached so far, the most important thing 
that they have contributed has been the establishment of the fact 
that you can treat a mental condition with a physical treatment. 

But we are far from having a perfect. physical treatment, and it 
may take us a long time to get further. A similar condition developed 
when arsphenamine was introduced for the treatment of syphilis. 
Many, many years went by. Lots of medications were tried, there 
were lots of variations, and these were mostly variations on the orig- 
inal product. 

The molecule was modified and changed and turned and some ad- 
vances occurred. I believe that. there were some derivatives of the 
arsphenamine molecule which were more effective than the original, 
or at least easier to use at the end of the period than at the beginning. 

But a pharmacological breakthrough did occur at the end, and to- 
day we have penicillin which has practically eliminated all the pre- 
vious medications. 

So it seems here that perhaps what we need is some willingness to 
experiment with new types of product, with new types of molecule, 
but not to abandon the pharmacological approach. 
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Mr. Dixon. Doctor, when the breakthrough finally came on penicil- 
lin, the license for that product was available to all manufacturers, and 
is it not true that the price of penicillin today is relatively cheap? 

Dr. Bru. Yes, it is very cheap. 

Mr. Drxon. A breakthrough came here in the tranquilizer field, 
Would you say the price is relatively cheap today for that? 

Dr. Brizu. One has to ask relative to what. I believe that 

Mr. Dixon. Relative to the period from its beginning to where it is 
now, as compared with penicillin in the same period of time. Or let 
us take thorazine and compare it with what has happened to reserpine, 

Dr. Brix. I think the reserpine price broke rather rapidly. If my 
recollection is correct about the penicillin price, it did not break 
quite so rapidly, but this is a merchandising question. I am out of 
my depth and I might mislead the committee if I were to try to an- 
swer it. 





Mr. Drxon. I think you have enough experience to comment on the | 


facts of purchase. You stated that 50 percent of your purchases are 
for patients on thorazine. 

Dr. Brix. Fifty percent of the purchases are for thorazine. The 
dollar value, I would have to calculate. 

Mr. Cuumpris. But is the situation with penicillin not entirely dif- 
ferent because of certain factors that have come into play since penicil- 
lin was first put on the market ? 

Dr. Britt. I do know that the production of penicillin involved 
enormous technical problems which were solved so that large-scale 
methods became available. But I frankly do not know enough about 
the technical side of drug manufacturing to make an intelligent com- 
ment on cost. 

Senator Hart. Doctor, we appreciate very much the comments you 
have made. 

Dr. Buarr. May I just make one further comment ? 

Dr. Bri. Before I lose the floor, I have another comment to make, 
but please go ahead. 

Senator Harr. No, you proceed, Doctor. 

Dr. Britt. Well, there are two points that I want to touch on, be- 
cause they are important to us. We have used all the commonly 
known drugs. We have many problems with them, many side re- 
actions. Addiction and habituation has not been a significant prob- 
lem, and we have treated many thousands of cases, perhaps 100,000 
cases, 

As has been pointed out, when large doses of certain substances, 
among them meprobamate, when very large doses are used and sud- 
denly withdrawn, symptoms, and serious symptoms, develop. But 
addiction in the sense that the individual begins to ask for larger and 
larger doses or that the individual develops a sense of euphoria and 
well-being—this type of addiction we have not seen in our material, 
and I speak now strictly from the material in the New York State 
mental hospitals. 

Dr. Buatr. Doctor, in that connection I just want to observe that 
Dr. Lehmann and Dr, Freyhan both pointed out thet addiction 1s 
not likely to develop in the more potent tranquilizers, Thorazine an 
Compazine, because of the unfavorable physiological reaction upon the 
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patients; so apparently their comments, insofar as addiction is con- 
cerned, related primarily to meprobamate. 

Dr. Brix. I refer to meprobamate, which is used to a considerable 
degree for its minor value in the mental hospitals. What they said 
is entirely true and agreed with our experience. I did want to men- 
tion our experience for what value it may have. 

Dr. Buatr. The main point I want to make, Dr. Brill, is you say 
that you have 17,000-—— 

Dr. Briz.. Yes, 17,000 patients. 

Dr. Buarr. On page 4 of your statement 17,000 cases on convalescent 
care require this medication. 

Dr. Bru. I beg your pardon, no; 17,000 patients are on con- 
valescent care, and about half of our convalescent care patients require 
medication. 

Dr. Biatr. Do I understand correctly that of the 17,000 cases, about 
half do receive medication from the State government because of 
present provisions of law that prevail in your State? 

Dr. Brit. No, I have misled you. Half of the patients after re- 
lease are retained on drug therapy, and 25 percent of the total num- 
ber, or half of the drug cases, receive at least starting assistance from 
the State, so that will bring it down to about 4,000, roughly. 

Dr. Buatr. What do you think would be the comparable figure for 
the country as a whole in percentage terms? 

Dr. Brit. I would project that figure to the country as a whole. 
I don’t believe that our patients are significantly different from those 
elsewhere in the country. 

Dr. Biatr. For those who do pay for their own medication upon 
being released, the cost you estimated to be between $3 to $5 a week, 
or roughly an average of $4 a week? That would be about $200 a 
year ¢ 

Dr. Britt. This is a sheer guess based on the stories which patients 
give to us in our clinics. 

Dr. Buatr. How many discharged convalescent patients who need 
the medication of tranquilizing drugs are there at any given time 
during the year? 

Dr. Brrui. I know what you mean. What is. the average caseload 
carried on State funds. I couldn’t answer that question. 
oan Buiatr. Well, in your State itself you would say roughly about 

,0002 

Dr. Briti. At the start, 4,000 of our patients receive the drugs on 
State funds. Now, a number of those develop their own channels of 
supply afterward, and it wouldn’t be anything like 4,000 that needed 
to be carried continuously. We are speaking now about prevalence 
and incidence. The incidence of cases is 4,000, but for the number 
at any given time we don’t have a formal registry and it is consider- 
ably smaller. 

Dr. Biatr. In any event, there are a large number of people in the 
country who do not receive State aid upon discharge from a mental 
hospital for the securing of the medication that they need. Now, to 
those patients the cost according to your estimate here is around 
$200 a year, purchasing their medication at retail stores. Would that 
not to your way of thinking, constitute the rationale that Dr. Lehmann 
and Dr. Freyhan spoke of, which the patient uses as an excuse for not 
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taking a drug which he doesn’t want to take in the first instance be- 
cause of its undesirable immediate physiological reactions? He 
doesn’t want to take the drug in the first instance, if I understood 
their testimony because it makes him feel somewhat, I think the word 
is 

Dr. Britt. Dependent? 

Dr. Bratr. Well, his arms feel heavy, his mouth feels dry, his nose 
feels stuffy or something of that nature. Anyway, insofar as these 
potent tranquilizers are concerned, the reaction is quite the opposite 
of, say, the patient who is on steroid hormones. There the patient 
who is suffering from arthritis and doesn’t receive the corticosteroid 


knows about it fairly quickly. The pain activates the patient into 
securing the drug. 


Dr. Brim. Yes, sir. 

Dr. Buatr. Here that situation doesn’t exist. You don’t have that 
stimulus for the patient himself to be sure that he gets his drug. 

Dr. Britt. And another thing often happens. As a patient begins 
to slacken off his drug and his mental symptoms return, he becomes 
even less cooperative frequently with regard to medication. But many 
people just dislike taking medication, Some people like taking medi- 

cations and others dislike it. For example, epileptics frequently dis- 
like their medication, and it takes a great deal of persuasion to keep 
them permi ently on it. 

Dr. Brae. The point I am trying to get at is that the patient, when 
he suffers from arthritis and doesn’t take his drug, knows it. When 
a person needs an antibiotic, he has a fever and knows he is sick. Here 
the same incentive, the same drive to cause the patient to be sure 
that he gets the medication without which he may be returned to the 
mental institution, is not present, is that not correct ? 

Dr. Britu. Yes, that is correct. 

Dr. Buam. So to such a patient, the cost.of purchasing these pills 
even if he is financially able to dé so, can well become a rationale for 
not doing what he doesn’t want to do in the first instance? 

Dr. Bri. Yes, that is quite true. 

Dr. Buatr. And that cost now according to your estimate would 
be in the neighborhood of around $16 to $20 a month ? 

Dr. Bru. Yes. 

Mr. Cuumpris. Dr. Brill, Mr. Munns testified yesterday that if his 
corporation would take no profit whatsoever, it would only reduce 
the price of the drug to the patient 3 cents a day. So it would sort 
of level Dr. Blair’s argument trying to show why some of these 
patients are rebelling in taking the drug. It doesn’t seem like it fits. 

Mr. Dixon. Mr. Chumbris, I point out that there was no basis sup- 
porting that. We have no cost factors. We don’t know what this 
drug costs. 

Mr. Cuumnrts. I am just telling you what he testified to. 

Mr. Dixon. I know that, and we asked him for the basis of his costs, 
and I think that we should have that basis before we accept it or 
before we question another witness with it. 

Senator Harr. Are there any further questions ? 

Mr. Krrrrie. Yes, I would like to ask Dr. Brill a few questions. 

Dr. Brill, what percentage of the New York State budget is ex- 
pended on the maintenance of mental hospitals ? 
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Dr. Britz. About one-third of the operating budget. This is as 
distinguished from capital construction and from local assistance. 
This is rough, but it is close. 

Mr. nee What percentage of your patients now are on drug 
therapy ¢ 

Dr. Bri. About 55 percent of the patients in State hospitals, and 
aconsiderably smaller percentage of patients in the State schools. 

Mr. Kirrrie. This has increased considerably over the last 2 or 3 
years, is that right ? 

Dr. Briti. Every year, it has gone up. 

Mr. Krrrrig. Is it going up because you find that you can use these 
drugs on more patients or is it going up also because you have more 
money to use ? 

Dr. Briti. No, the money followed the need. Our fiscal group has 
been very cooperative, and as new drugs develop, as our concepts 
of drug therapy became wider, the number of patients to whom it 
seemed applicable, increased. ‘There is another factor which should 
not be neglected. Our admissions have risen from 21,000 in 1955, 
that is ending in 1955, our admissions have risen from 21,000 to a 
present current rate of 28,000. The increased effectiveness of treat- 
ment may be one of the factors that brings a larger number of patients 
into the hospitals and moves them out of the hospitals rapidly enough 
so that the population is decreasing. 

Mr. Krrrrm. Are there any patients now in the hospitals that you 
would like to use drugs on but you do not because you cannot afford 
tobuy the drugs? 

Dr. Brinz. No, sir. 

Mr. Krrrrim. Could this be the case in any other States where drugs 
are not used because the State budget is not sufficient and the drugs 
are just too high ? 

Dr. Britt. It could very well be. I don’t have direct information 
onit. Ican really imagine such a situation. 

Mr. Krrrrie. Is the percentage of patients on drugs in other States 
substantially lower than in New York? 

Dr. Britt. In certain other States, it is substantially lower. I 
don’t know of any source of recent information, but this is based on 
conversation. 

Mr. Kirrrte. Now, this other question that was raised here was the 
question of people that are out on parole that have to pay money to 
buy some of the drugs they need. In cases of patients of this type 
that do not get the drugs they need and therefore require readmission, 
do you have any evidence at all of patients having to go back to the 
hospital because they were not able to buy the drugs they needed 
while they were out on parole ¢ 

Dr. Brint. We have patients who come back and give this as a 
partial reason, but because of the arrangement that I mentioned, this 
isarationalization. We stand ready at all times to supply medication 
to patients who need the drug and can’t afford it. 

Mr. Kirrrim. So if a patient would show that he cannot afford to 
buy drugs, he will get it from the State ? 

Dr. Bri. If he comes into a clinic or to a hospital, we would sup- 
ply him with the drug rather than return him. 








9096 ADMINISTERED PRICES 


Mr. Cuumpris. As you have stated earlier, it is much cheaper for 
the State for him to be an outpatient rather than to be an inpatient, 

Dr. Brizi. Many times, many times cheaper. 

Mr. Krrrrm. Dr. Brill, your department has also supervision over 
institutions dealing with mentally retarded as well as mentally ill, is 
that right ? 

Dr. Brit. We do, yes, sir. 

Mr. Kirrrre. Do you use any of these drugs for the care of mentally 
retarded people? 

Dr. Britt. We do. 

Mr. Kirrrm. Are they as effective? 

Dr. Britu. They are not as effective. The purpose of the use in the 
State schools for the mentally defective is to control behavior dis- 
orders, and in the lower grades of mental defectives, these drugs ob- 
viate, and I might say, control states of excitement that in previous 
years were very unpleasant and difficult to manage. 

Mr. Krrrrm. Dr. Brill, you are not just an administrator. You 
are also a person that did research in this field ? 

Dr. Bru. Yes, sir. 

Mr. Kirrrie. Is that right? 

Dr. Bru. Yes. 


Mr. Krrrrir. Do you feel that there is a possibility of drugs that | 


may be effectively used if they are discovered in cases of mental 
defectives ? 

Dr. Briti. Yes, I think there is no serious doubt about this in the 
minds of many research people, and we already have indications 
that drugs of one or another type have an application in mental de- 
ficiency, and this is not a new principle. I call your attention to the 
fact that thyroid extract given to infants prevents mental deficiency 
of the cretin type. Other substances of a metabolic and endocrine 
character have been worked with and I think that the road here is 
rather clear and the future has promise. 

Mr. Krrrrie. Dr. Brill, do you agree or disagree with the charge 
made here that the drug companies are not developing drugs for 
the treatment of mental defectives because they could not make any 
money on these drugs, that there is no market for them ? 

Dr. Bru. Well, I think if anybody came up with an effective treat- 
ment, for a large number of mental defectives, there would be a market. 

But originality in the development of drugs is like originality in 
the preparation of television shows or any other entertainment. 
Originality is costly and conservative patterning is less costly. 

So there is some justification to the charge that companies are un- 
willing to take this enormous risk of vast investments with not too 
much promise of a big return. I think that is an answer to your 
question. 

Mr. Kirrrir. How do you encourage the companies to do it then? 

Dr. Bri. Well, it is a serious question. I think that there are 
many possible ways of encouraging them. 

The contract system which is offered is an encouragement. I be- 
lieve that this involves also some basic research in mental deficiency, 
and this is a highly complex and technical field. Simple empirical 
development of drugs is not a very promising approach to this 
problem. 
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Mr. Kirrrie. There was one more statement that was made at one 
time concerning some of the drugs that are on the market and this is to 
the effect that these drugs have a built-in obsolescence, that the com- 
panies actually do not bring out to the market the best product they 
can have, but that they are already planning next year’s model. 
Isthat so, in this field ? 

Dr. Britt. I haven’t had any indication of that. Of course, it is 
completely impossible for me to guess what goes on behind their 
closed doors. ‘They seem very anxious to present their products. 

Whether they are holding Bdekk a better one, this would be a little 
difficult because a really striking drug would have to be demonstrated 
in patients. That is it has to be turned over to psychiatrists for 
testing so we would hear about it, and this brings up a very important 

int. 

M That much of the communication, much of the communication and 
the advances in drug therapy has been from man to man and by meet- 
ings and by travels and by visits rather than by waiting for things to 
be published. 

or this reason I would like to put in a remark, if it is in order, 
that visiting and travel should be encouraged in this field. 

Other methods are a little too slow. 

Mr. Kirrrie. Dr, Brill, do you find that visits from detail men are 
also included in this description of visits that you describe? 

Dr. Bri. I was referring to visits of research men to each other. 
With regard to the detail men, since they come to tell us about prod- 
ucts with which we have been experimenting, it naturally is a little 
— 

r. Krrrrre. They are of limited use to you, but how about the 
work of the detail man as far as the general practitioner is concerned ? 

Do you suppose or do you believe that the detail men may give the 
general practitioner a better insight into a product than the mere 
advertising would ? 

Dr. Brix. I think it would depend on the detail man. 

I think that it is conceivable that he would. A person or a physician 
who wants to use a new drug should look not only at the advertising 
but also make use of the literature which every company makes 
available. 

_ Now I will admit that the literature itself sometimes is guarded in 

its expression. But in this literature, if one reads it carefully, some 

pretty important. information can be found. 

Mr. Krrrrre. Thank you. 

Senator Harr. Doctor, is it a fair summary to say that you would 
label as unsatisfactory—not aiming criticism at any segment, just an 
unsatisfactory situation—the one you were just discussing, the prob- 
lem of the physician, the new drug, nice headlines, a fancy pamphlet, 
4 detail man who may or may not be more detailed than the fancy 
pamphlet, and then he has to make his judgment ? 

Is this the sense that we are to derive from your last comment? 

Dr. Brit. I would be delighted to see a better system if one can 
be devised. I know that that is not a complete answer to your ques- 
tion and I know all the weaknesses of the system that you describe. 

We live with it and we see it in operation. But I wouldn’t be will- 
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ing here to say that I could immediately devise a better system except 
if one were to go into a rather complex piece of planning. 

Senator Harr. You would agree that it is fair to inquire with re- 
spect to the adequacy of this system ? 

Dr. Briui. I think that that is a very healthy thing and this was 
foreshadowed in many professional conversations for several years 

Senator Harr. Thank you. 

(The prepared statement of Dr. Brill follows :) 


New YorK STATE EXPERIENCE WITH PSYCHIATRIC Drugs, 1954-1960 
ON THE POSITIVE SIDE 


The New York State mental hospital experience with psychiatric drugs, and 
particularly the so-called tranquilizers, has a number of important positive 
aspects which require clarification as background for the discussion which 
follows. 

In the fiscal year 1955-56 the first two tranquilizing drugs were used in 30,000 
cases in the State’s mental hospitals; that period saw releases rise by 18 percent 
and on March 31, 1956, the traditional annual increase of 2,000 in the state hos- 
pital population had been changed to a decrease of 500 cases. 

Restraint had been reduced by 50 percent, the atmosphere of the 18 institu- 
tions housing 92,000 patients had undergone a sharp improvement, and a clinical 
and statistical analysis by Mr. Patton and myself gave evidence that the drugs 
had played a major role in these changes. 

The cost of these medications during the year was $750,000 not taking into 
account a considerable amount of free supplies. 

The volume of this therapy has since increased steadily. Including several 
thousand patients in the State schools the mental hygiene institutions now have 
50,000 cases under drug treatment. The mental hospital population has fallen 
by 5,000 since 1954, restraint and seclusion are reduced to about 10 percent of 
the figure for the predrug era and releases have risen by 9,000 cases per year. 

This second phase of what has amounted to a revolution in mental hospital 
practice has also been subject to statistical and clinical analysis by Mr. Patton 
and myself. 

This material, recently published, confirms the earlier conclusions, although 
it must be pointed out that this second phase was marked by extensive liberaliza- 
tion of hospital policy with introduction of open wards, liberal admission and 
release procedures and increase of personnel allowances to the extent of sev- 
eral million dollars. 

The entire story is capable of various interpretations and there are con- 
petent authorities who maintain that favorable changes, and especially the 
open hospital in England, preceded drug therapy and they point to experiences 
in certain States where increase of personnel was followed by decrease of mental 
hospital population, also prior to the use of the new drugs. 

My own opinion is that such results on a small scale can and have been 
achieved many times in the past. The present change, however, involves mental 
hospitals in many States and many countries; it followed quickly on the intro- 
duction of the new drugs and is without precedent in a 150-year history of what 
seemed to be a hopeless battle against overcrowding, chronicity, and behavior 
disorder. 

The recent advances were not and could not have been achieved by drugs 
alone, but neither could they have been achieved on any significant scale with- 
out such medications. Because of the scale of the operation and the importance 
of the results the fiscal implications are an important question. 


FISCAL ASPECTS 


From the start our major preoccupation has been with the medical problems 
involved in maintaining so many patients on potent drugs. 

Fiscal considerations have had to play a secondary role yet it would be ul 
realistic to imagine that they could be totally disregarded. 
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Our position has been facilitated by the usual division of functions in Govern- 
ment which in New York State leaves to the Division of Standards and Purchase 
the establishing of competition and maintenance of adequate market contact. 

However, direct competition among various compounds is not easily main- 
tained because each drug has its own specific actions, physicians vary markedly 
in their evaluations, dosages are variable within wide limits and it is difficult 
to compare with certainty the cost of maintaining patients on effective levels 
of various drugs. This is further complicated by the fact that the cost per 
milligram rises when doses are small, or when injections or fluid preparations 
are used. 

Nevertheless, a recent rough estimate indicated that at State prices the least 
costly medication of the tranquilizing group can be maintained for about $9 
per patient per year while the highest priced oral preparation costs about $93 
per year per patient. 

The average expenditure for a year of treatment is about $50 and this is 
actually within the price range for the most frequently used drugs, although 
use is based on clinical considerations. 

Cost does play a considerable role in the relative amount of capsule, fluid, 
and injectable forms of each drug used and also influences choice of tablet size, 
ete. 

(It is, for example, four times as expensive to use the smallest size tablet 
of chlorpromazine as a large-sized tablet of that drug.) 

The cost of each medication has fallen somewhat with the passage of time. 
During the introductory phase pharmaceutical houses are usually willing to 
supply drugs for trial, and our program when first established received an 
estimated support of several hundred thousand dollars in drugs. 

Recent trends have been far more conservative and now it is more usual 
to receive several thousand dollars worth of a recently marketed preparation 
without cost. If staff interest is reflected in actual purchases of a new substance, 
the New York State Division of Standards and Purchase makes commercial 
contact, list prices are established and if there is further expansion of purchase, 
contract terms are negotiated. 

By such means prices have been reduced in some instances to half or some- 
what less of the original ones listed. Other items have been reduced only 10 


percent of that or 20 percent depending partly on the length of time they have 
been on the market. 


OUTPATIENT EXPERIENCE 


At retail prices the cost of drugs to patients who leave the hospitals averages 
from $3 to $5 per week. About half of our 17,000 cases on convalescent care 
require such medication and for many this expense is a problem. In such in- 
stances it is departmental policy, therefore, that in no case shall medication 
be withheld for financial reasons and it is supplied by the hospitals or the clinics 
until the patient can make welfare or other arrangements for his medication. 

This cost is small in comparison to the 1959 drug bill of $2,350,000 for almost 
50,000 inpatient cases; it is a trifle in comparison to the cost of inpatient care 
as a whole and to the expense of aftercare supervision. The department’s after- 
care clinics in the city of New York which service a caseload of 8,000 now have 
a budget of approximately $1,500,000 per year. 


THE FUTURE 


The present profusion of competing drugs which have similar general effects 
but vary significantly in actual use presents a difficult medical problem and 
this situation also has financial implications of some importance. 

A complex pharmacy is more costly to operate and makes inventories more 
difficult to maintain. The addition of antidepressants has brought more prob- 
lems in this field and new drugs have played a role in raising our costs each 
year. The amount of this type of increase has not been large and medical issues 
remain paramount; evaluation is a slow process; it takes time to learn to apply 
even a new drug, and many substances fail to find acceptance altogether. 

All these limitations require considerable understanding on the part of 
Pharmaceutical houses who often feel that they have reason to place strong 
confidence in their new products and are anxious to market them rapidly. 
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However, some of these drugs, including the newer tranquilizers and anti- 
depressants, have udded tremendously to our basic knowledge in psychiatry 
and to our therapeutic potential and there is no doubt that one of the best hopes 
for future advance in major psychiatry lies in still more effective ones. For 
this reason, New York State feels it must explore the potentialities of each new 
preparation and to study the whole spectrum of available medications very 
carefully, maintaining at the same time proper regard for costs and for good 
purchasing practices. 

Senator Harr. The committee will adjourn until 10 a.m. Tuesday of 
next week. The room is room 318 of the Old Senate Office Building. 

Mr. Gorman, it was indicated by the chairman that you would be 
called for questioning either tomorrow or Monday. Later it was sug- 
gested that we dothat on Monday. However, in view of travel obliga- 
tions for Mr. Gorman, I understand that it is now determined that 
the chairman will have Mr. Gorman on Friday of next week, a week 
from today. 

Our thanks to the several witnesses who have been so patient with 
ustoday. Weare adjourned. 

(Whereupon, at 5:25 p.m. the hearing was recessed, to reconvene 
at 10 a.m., Tuesday, January 26, 1960.) 
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TUESDAY, JANUARY 26, 1960 


U.S. Senate, 
SvuBcoMMITTEE oN ANTITRUST AND MoNnoPpoLy 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in the 
oo room, Old Senate Office Building, Senator Estes Kefauver, 

residing. 
" Preaek : Senators Kefauver (Chairman), and Dirksen. 

Also present : Paul Rand Dixon, counsel and staff director; Peter N. 
Chumbris, counsel for minority; Nicholas N. Kittrie, special counsel 
for minority ; Horace L. Flurry, assistant counsel; Dr. John M. Blair, 
chief economist; Dr. E. Wayles Browne, Jr., economist; Dr. Irene 
Till, economist ; Herschel Clesner, special consultant ; Lucile B. Wendt, 
patent consultant; Paul S. Green, editorial director; and Gladys E. 
Montier, clerk. 

(At the convening of the session, the following members are pres- 
ent: Senators Kefauver and Dirksen.) 

Senator Kerauver. The committee will come to order. Senator 
Dirksen is here and other Senators will be coming in shortly. 

We are glad to have with us today Mr. Henry H. Hoyt, president 
of Carter Products, and Dr. Frank M. Berger, president of Wallace 
Laboratories, which I understand is a subsidiary of Carter Products. 
Also Mr. William L. Hanaway, counsel, of Breed, Abbott & Morgan 
of New York City. We are glad to have you with us, Mr. Hanaway. 

Allright, Mr. Hoyt, will you proceed ? 


STATEMENT OF HENRY H. HOYT, PRESIDENT, CARTER PRODUCTS, 
INC.; ACCOMPANIED BY DR. FRANK M. BERGER, PRESIDENT, 
WALLACE LABORATORIES; KIRBY PEAKE, ADMINISTRATIVE 
VICE PRESIDENT, CARTER PRODUCTS, INC.; AND WILLIAM L. 
HANAWAY, COUNSEL, BREED, ABBOTT & MORGAN 


Mr. Horr. Mr. Chairman and members of the committee. I am presi- 
dent and a director of Carter Products, Inc. I am here under sub- 
pena. Ordinarily, I would have appeared in response to the com- 
mittee’s invitation, and I am tials more than willing to cooperate 
In every way possible. However, under the present circumstances 
I felt compelled to decline the chairman’s invitation to appear because 
of a pending investigation of tranquilizers covering Carter and other 
drug companies by a Federal grand jury in New York. 

85621—60—pt. 16 —15 9101 
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A number of Carter officials and employees, including myself, have 
testified, and voluminous records of Carter have been produced. Our 
attorneys felt that it would seriously prejudice Carter to be questioned 
by a congressional committee during pendency of grand jury pro- 
ceedings. 

BACKGROUND OF CARTER PRODUCTS, INC. 


I would first like to present a brief background of Carter. 

Senator Dirksen. Mr. Hoyt, before you do, you say you are here 
under subpena ¢ 

Mr. Hoyv. Yes, sir. 

Senator Dirksen. Thus far your statement does not indicate on 


any specific matter in respect to your disinclination to accept the | 
invitation of the committee to come. Can you at this point give us | 


some hint as to what is the basis for that reticence on your part? 


Would it be that questions might be asked that you felt should not : 


be answered at this time because of the grand jury proceeding? And 


secondly, I think you ought to tell us a little more about the grand | 


jury proceeding in New York, the basis for it, how far it has gone, 


and any other detail that would be helpful. I think then, of cours, 7 


it will be a guideline for the committee. 


Mr. Hoyvr. I have appeared before the grand jury with other em- | 
ployees of Carter Products. We have submitted voluminous records; | 
the subject is an investigation under the antitrust and monopoly— f 


Senator Dirksen. Pull your microphone up a little. 
Mr. Hoyvr. The subject is an investigation under the antitrust and 
monopoly laws. I have given testimony about our company, and with 


the widespread publicity which this committee receives in the press, f 


I was worried that the grand jury would be influenced in some way, 
Does that answer your question ? 

Senator Dirksen. So it is wholly a question of possible influence 
since the proceeding is pending*in New York ? 

Mr. Hoyt. That is correct. 

Senator Dirxsen. And the possibility that any response you make 
to questions by the committee or the staff might be prejudicial to the 
cause, is that it ? 

Mr. Hoyt. That’s right. Well, it might be by the development of 
facts here which have not been looked into by the grand jury. 

Senator Dirksen. Mr. Chairman, let me ask, have you considered 


this matter and the possibility that questions asked here and responses f 
might develop bias against those who are before the grand jury In f 
New York and the latitude the witnesses should have with respect to | 
any answers to questions that may be propounded since they have ) 


no netion what questions might be asked at this hearing? 
T think the matter ought to be kept in mind. 


Senator Keravuver. Yes, I have given consideration to this matter | 


and I will tell you where it stands, so far as I know. Mr. Hoyt was 
first invited to come down by letter of December 28, and it was stated 
in that letter—I will make the entire letter a part of the record— 

It is assumed that you will bring with you members of your organization wh? 


will be able to provide information on your company’s prices, profits, patents, 
advertising claims, and related matters. 
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(The letter referred to, exhibit No. 180, may be found on p. 9558.) 

Senator Kerauver. Then following that is a letter of January 4, 
in reply to me as chairman of the subcommittee by Mr. Hoyt, which 
will be made a part of the record, in which he says: “These very 
subjects have been and presently are under inquiry and consideration 
by a Federal grand jury,” and so forth. He says, “I have no knowl- 
edge as to when the grand jury will report or what the nature of the 
report will be.” He says that he has testified about these same mat- 
ters before the Federal grand jury. 

(The letter referred to, exhibit No. 131, may be found on p, 9558.) 

Senator Keravuver. It is my understanding that other drug com- 
panies have also done the same. The other companies are in the same 
situation as Carter, but Smith Kline & French didn’t raise any ques- 
tion whatsoever last Thursday. One other company did raise one 
about a possible postponement. But Mr. Dixon called that company 
and they readily agreed tocome. In view of Carter’s refusal, I issued 
asubpena for Mr. Hoyt and his company on January 5. We will make 
the letter and the subpena a part of the record. 

(The material referred to, exhibit No. 132, may be found on 
p. 9559.) 

Senator Keravuver. In reply, I wrote Mr. Hoyt on January 5 setting 
forth the reasons as to why he should come, pointing out that hear- 
ings here are directed to a legislative purpose that a serious legislative 
problem exists in this field, and Congress has a serious legislative 
responsibility. I said: 

“The proper function of the subcommittee is to develop facts * * * 
without such facts, the Congress cannot properly legislate. For 
a legislative subcommittee to be denied access to facts in an industry 
because of the possible institution or the institution of an antitrust en- 
forcement proceeding would frustrate the timely enactment of needed 
legislation.” 

Furthermore I pointed out that Mr. Hoyt had said that he and 
others from Carter had already testified before the grand jury on 
“these very subjects,” and that being the case, he is immunized from 
any possible action insofar as he is concerned. 

This letter will be made a part of the record. 

The letter referred 0, exhibit No. 133, may be found on p. 9560.) 

enator Keravuver. In the first place, this grand jury seems to have 
been called way back in January of last year in connection with the 
Salk vaccine, I believe. There was an indictment returned in connec- 
tion with the Salk vaccine. Among other things, it was charged 
that the vaccine companies were selling at the same price and a con- 
spiracy was alleged. The District Federal Judge dismissed the Gov- 
ernment’s case on the Salk vaccine matter, so that was unsuccessful. 

As to what this grand jury investigation is, whether it is for the 
purpose of securing evidence for a civil suit which the Department 
of Justice sometimes undertakes, or what it is, I don’t know. 

I have looked into this matter and I am sure the grand jury will 
decide the issue upon the record made before it. 

I am certain the Judiciary Committee and this subcommittee of 
the Congress will decide the legislative issue upon the record made 

ere and at other legislative hearings bearing on this subject. 








9104 ADMINISTERED PRICES 


The executive department has its responsibility. We in Congress 
have our responsibility to get the facts upon which we can base legis- 
lation. The investigative process is a very important one in Congress, 
Without it, it would be impossible for Congress to consider and pass 
necessary legislation. 

It will be remembered that a great many bills such as the ones 
creating the SEC and the National Utility Holding Company Act and 
other important pieces of legislation—developed from legislative in- 
vestigations undertaken by investigating committees and resulting 
from their findings. I looked into the matter and I find that if a 
committee of the Congress is to put off an investigation into an area 
where there is an overriding legislative necessity, because of some 
action nee before the Federal Trade Commission or the Depart- 
ment of Justice, it would be absolutely impossible for this committee 
or similar committees to make almost any investigations whatsoever, 

I remember back in 1951, I think it was, there was an oil cartel 
suit brought before the nd jury, and that is still pending; yet, | 
several years ago when Senators on this committee under Senator | 
O’Mahoney held a hearing on the oil industry, at which Mr. McHugh | 
was the counsel, no question was raised about this matter which is 
still pending and has not even been finally disposed of. In the midst 
of Senator O’Mahoney’s hearing, an indictment was brought in 
Alexandria against several oil companies, and yet there wasn’t a 
question raised then. If it had, I am certain the committee would 
have wanted to continue. 

I believe that back in 1948 the Department of Justice started an 
action of some kind against the steel industry. Last year we tried to 
get some information on the bases of that record which we assumed 
was a dead record because no final action had been brought. We were 
told that the matter was still pending in the Department of Justice. [ 

Of course, we have had matters about steel before us many, many 
times since then. 

I will file this statement of January 11, 1960, which shows the 
present docket as to the Federal Trade Commission’s formal] and in- 
formal cases and investigations. I won’t attempt to read all of them, 
but just some of them, automatic vending machines, antibiotics, plumb- 
ing fixtures, dairy products, gasoline, automobile accessories, tobacco 
cost, cigars, shoes, electric supplies, bakery products, candy, skewers, 
flour, rotisseries, business forms, sugar, molasses, rubber, tools, electric 
shavers, cosmetics, iron, steel, scrap, paper products, steelwool, salt, 
vitamins, tinfoil, and there is still an appliance matter in the concrete 
business and the cement business and steel cases, automobiles, motor 
vehicles, watches, everything that you can imagine. 

(The statement referred to, exhibit No. 184, may be found o 
page 9561. 

enator Kerauver. Then I have also letters from the Department of 
Justice, which are grand jury authorizations covering a very, vel 
wide range. I won’t undertake to read them at this time, but will put 
these in the record. 

(The letters referred to, exhibit No. 135, may be found beginning 
on page 9563. ) 
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Senator Kerauver. We want to be fair. We do not want to em- 
barrass you, Mr. Hoyt, but Congress would be rendered impotent 
if the suggestions you make were carried out. I have asked Mr. 
Flurry of our staff to prepare a memorandum as to court decisions and 
the power of Congress on this subject. It is dated January 18, and 
will be made a part of the record. 

(The memorandum referred to, exhibit No. 136, may be found on 
page 9566.) 

Mr. Dixon. Mr, Chairman, I have taken the liberty of numbering 
all these various documents that you have mentioned, and I will ask 
that they appear in the record as exhibits 130 through 136. 

(Exhibits Nos. 130 through 136 may be found beginning on 
page 9558.) : 

Senator Kerauver. I am glad that Mr. Hoyt has a statement, which 
he has already released, which apparently gives some information, 
anyway. 

ape Dirksen. Mr. Chairman, I would like to ask Mr. Hanaway 
afew questions. 

Mr. Hanaway, you are the general counsel of Carter, are you not? 

Mr. Hanaway. That is right. 

Senator Dirksen. Just to get this thing clearly in focus: Do the 
Carter officials first go before the grand jury in New York in con- 
nection with the charges relating to Salk vaccine? 

Mr. Hanaway. No. We have had no part in that at all. That 
was a grand jury proceeding conducted in Trenton, N.J. The grand 
jury proceeding that we are concerned with is in New York City, in 
the southern district in New York. 

Senator Dirksen. I wanted to get that identified and then continue. 

That related to some seven drug companies, as I recall ? 

Mr. Hanaway. Yes; of which we were not one. 

Senator Dirksen. I am depending entirely on what I read in the 
newspapers. I do not always see dene things otherwise. But as I 
recall from some of our leading drug people, the matter was finally 
dismissed by a Federal Judge, I think in New York; was it not? 

Mr. Hanaway. No; it was Trenton. The case was tried in Trenton 
on its merits, and at the conclusion of the Government’s case, Judge 
Forman dismissed it as a matter of law because the Government had 
failed to prove a cause of action. 

Senator Dirksen. I see. Now, then, who instituted the enforce- 
ment action whereby you came before the grand jury in New York? 

Mr. Hanaway. The Department of Justice began the investigation 
about a year ago, and they issued an invitation to Carter to furnish 
voluminous information. We took the position that we did not care 
to furnish it unless it was in connection with the Grand Jury investi- 
gation or a Congressional investigation, and sooner or later we re- 
ceived the subpena asking for the identical information that we have 
submitted here. 

That grand jury investigation has gone on for several months. 
The grand jury isstill sitting in New York. Its deliberations have not 
been concluded. We are subject to being recalled, and the chances 
are that after this proceeding is over with and we have been publicized 
in the newspapers, we will be called back to be asked some more 
questions about things that were not covered during the original 
go-around. That is the reason that I advised Carter Products Co. 
to respectfully refuse the invitation to appear here so that we would 
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have a record in the event it seemed advisable to us, assuning an 
indictment grew out of this proceeding in New York, to move to dis. 
miss the indictment, on the ground that we were before two bodies, 
two public bodies at the same time, and what may develop here that 
was not considered proper also before the grand jury may very well 
influence the decision of a grand jury. 

They read newspapers too just like everybody else. 

Senator Dirksen. That was purely an investigatory proceeding 
before the grand jury in New York. 

Mr. Hanaway. Yes, sir. 

Senator Dirksen. There were no charges, no allegations other of 
course than the kind that find their way into the files of the Depart- | 
ment of Justice in which allegations are made, but not made public | 
unless facts are first adduced. : 

Now did that relate to one or more products manufactured by | 
Carter and the other companies that appeared before the grand jury! [ 

Mr. Hanaway. It related only to the tranquilizers of Carter Prod- | 
ucts Co. I might say in answer to your question that while there has | 
been no publicity given to the grand jury proceedings, which is proper | 
and usual, the implications arising out of the nature of the questions | 
that were asked the witnesses indicate that they are seeking an indict- 
ment on several grounds. 

Senator Dirksen. Now then, is it your position, Mr. Hanaway, if 
you had to advise Mr. Hoyt, that if questions arose here that in your 
judgment might be prejudicial in that proceeding in New York, you 
would have to tell him not to answer if the committee would be fore- 
bearing in the matter, and did not want to put you in a bad light 
before the grand jury ? 

Mr. Hanaway. Well, my answer to that is this: I would like to 
feel that should that occasion arise, and I felt it necessary to advise 
Mr. Hoyt that he was getting on dangerous ground, the committee 
would receive that favorably. But I want to add this: That inas- 
much as we have been subpenaed and up to this moment we anticipate 
that we will be questioned irrespective of the grand jury investigation, 
we will go on answering questions as long as we can. 

Our object here is to cooperate with this committee. 

Mr. Hoyt certainly is not going to balk. We are not going to get 
up and walk out of the meeting. We are going to do everything we 
can do, and if it becomes evident that we are getting in trouble, then 
TI am going to raise some question about it. 

Senator Dirxsen. Mr. Chairman, I think that brings it into good | 
sharp light here. I believe Mr. Hanaway should be privileged, if | 
question is asked that he feels will be prejudicial, that at least he ought | 
to impose an objection, that the committee can then consider it, and | 
perhaps the information can be disclosed to the committee and not 
in public. 

I just want to be sure in every case that you are protected in your 
rights, because grand jury actions are very solemn actions. 

Mr. Hoyr. It is a very serious matter. 

Senator Dirxsen. It sometimes leads to criminal action. 
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I think, Mr. Hanaway, in your advices to Mr. Hoyt you should be 
free to state what you feel about a particular question, and whether or 
not it might provoke some difficulty for you at a later time in the 
New York proceeding. 

Mr. Hanaway. Thank you, sir. 

Senator Krrauver. We are glad to have Mr. Hanaway here, and of 
course he can speak up any time he wishes. I think it should be 
pointed out that in the case of the other companies, such as Smith 
Kline & French and others, I take it there was first a demand by 
the Department of Justice for their records. They were asked for 
the figures and they didn’t bring them, so the Department brought a 
grand jury case in order to get them. 

Other companies have been involved and have not raised this 
question, but that is your prerogative. I think it should also be 

ointed out that since Mr. Hoyt says that he and the other witnesses 

ave testified on these very facts at issue before the subcommittee, 

by virtue of sections 32 and 33, title 15, United States Code, he is 
immunized from prosecution, Of course, assuming that an indict- 
ment is brought and sustained and the corporation is found guilty, 
there will be a fine of $50,000 levied against it. But Mr. Hoyt has 
testified before the grand jury, and that doesn’t apply to him. 

I think also it should be pointed out, I believe, Mr. Hanaway, you 
represented Carter in a long process relative to Carter’s Little Liver 
Pills? 

Mr. Horr. Yes. 

Senator Keravuver. It involved misleading advertising ? 

Mr. Hoyr. That’s correct. 

Senator Kerauver. My information is that that case went on for 
17 years. é 

Mr. Hanaway. That is an epic in the law. 

Senator Keravuver. It mela be very restrictive if we couldn’t ask 
any questions for 17 years. I think the rule is that a grand jury 
ordinarily lasts 18 months, But a.grand jury can be renewed as lon 
as is necessary, or a new grand jury can be brought in and continue 
on, as has been the case so often when an action goes on and on. 

So I am sure you can understand the situation that we are in in this 
connection, 

All right, suppose you proceed, Mr. Hoyt. 

Mr. Hoyt. I would first like to present a brief background of Carter. 

Senator Krrauver. By the way, before you start, I don’t believe 
I mentioned Mr. Peake, administrative vice president of Carter Prod- 
ucts. He is with you? 

Mr. Hoyt. Yes, sir. 

Senator Keravuver. I believe I mentioned the others. All right, sir. 

a Dirxsen. Mr. Hoyt, do you want to testify without inter- 

ion ? 
r. Hort. I would appreciate that very much. 

Senator Dirksen. Very well. 

Mr. Hoyt. Our story is typical of many small American compa- 
nies. Our beginnings were very modest. Over the years, through 
diligent, economical conservation of resources, and continuous efforts 
to produce new and improved products, we have built a sound and sub- 
stantial business which has steadily given employment to an increasing 
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number of people, and has constantly put forth new and improved 
products to meet the needs of people everywhere. 

In 1880 this business was founded under the name of Carter Medi- © 
cine Co. by Dr. Samuel Carter, a graduate of the University of Edin- 7 
burgh, who served during the Civil War in the Medical Corps and 7 
remained in America to practice medicine. 5 

Those were the days before research laboratories, when remedies © 
were formulated by clinical observation carried on in an active prac- © 
tice. The business was moderately successful. 

In 1930 I purchased an interest in and became se head of 
the company, which then had 20 employees and annual sales of 
$550,000. ‘Today the company has 585 employees and for the last © 
fiscal year had sales of $48 million. : 

Senator Keravver. Is that 1959? 

Mr. Hoyr. Yes, sir; our fiscal year. It was only possible for us to | 
achieve this growth, in competition with much larger and stronger © 
corporations, by offering people new and improved products at com- © 
petitive prices. 

Our expansion has been achieved by our own development of orig- i 
inal products through our own research and our own ingenuity. We © 
have never merged with another company. 

Nor have we copied other products already on the market. Our 
basic methods are quite simple: we study existing needs and, by pains- 
taking research and engineering, develop new products to meet those 
needs. Among our original developments are three products which 
are leaders in their fields—Arrid cream deodorant, Nair depilatory, 
and Rise pressurized shave cream. 


ome 


ENTRY INTO ETHICAL FIELD 


In 1942 we decided to enter the ethical drug field. For 13 years we 
studied product needs in this field. We introduced several products 
long after lengthy periods of research and development. 

These products, I might add, produced no profit for Carter. 

In 1949, Dr. F. M. Berger, who is here today, joined our organiza- 
tion. With his research background in relaxant compounds it was 
possible for him to evolve hundreds of others, most of which were 
unsuccessful. Ultimately meprobamate was developed and, in line 
with Carter’s practice of sharing the profits of new developments with 
inventors in our employ, we ultimately purchased Dr. Berger’s interest 
inthecompound. The company has spent over $2 million on research 
in the investigation of these compounds. 

Meprobamate, our first successful ethical product, was introduced 
by Carter in 1955. This tranquilizer drug was the first product of its 
type developed in a research laboratory in the United States. : 

The existing tranquilizers at that time were of foreign origin. | 
Meprobamate gave the medical —— something entirely new 
and different. It was a product which could be used by the practicing | 


Se win RR 


physician without fear of adverse side effects and which not only | 
acted on the brain center but also relaxed muscles. Fortunately it | 
was possible to sell this product at a moderate price. 
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Carter is still a small company compared with the major drug 
manufacturers. Forbes Business & Finance 12th Annual Report on 
American Industry published this month, reports on the major com- 

anies in each field and lists a total of 15 drug companies. 

This list does not include Carter. 

Even its recent growth does not place Carter anywhere near the 
size of the large drug companies listed in this committee’s subpena 
of September 11, 1959. 

In 1958, 14 of these companies each had annual sales in excess of 
$100 million. 

The total sales in 1958 of the 20 drug manufacturers listed in the 
subpena was approximately $3,525 million. Carter’s percentage of 
this total was less than 114 percent. 

Carter operates as a small but efficient organization with only five 
executive officers—its president and four vice presidents. All vice 
presidents are full-time operating people. It has only six directors 
and no chairman of the board. 

Dr. F. M. Berger is president of Wallace Laboratories—our ethical 
drug division. e have 80 employees in our research laboratories. 

Our business has grown from its own earnings without financing 
by bank loans, purchase of products, mergers, or otherwise. We have 
operated on the fundamental policy of sharing the results of our 
efforts with the inventors and scientists who have worked with us 
in developing our products. 

Until recently, Darter was the same size as many of the small drug 
companies referred to in the hearings of this committee as unable to 
compete with major drug companies, because of the supposedly in- 
surmountable advantages which flow from size and importance. We 
understand their problems, since we too faced them for many years 
and, to some extent, still do. 

Carter’s growth, however, is conclusive proof that, under the Ameri- 
can system of free enterprise, a small company in the drug and 
pharmaceutical field can grow and prosper in competition with even 
the largest companies in the field. 


MILTOWN AND MEPROBAMATE 


_ Since the chairman of this committee has stated that these hear- 
ings will be concerned with tranquilizers, my discussion of Carter’s 
ethical drugs will relate principally to Miitown, our brand of mepro- 
bamate, the first tranquilizer developed in America. 

Drugs for relief of anxiety are not new. A large number have 
been sold under a variety of names for many years. 

The doctor consulting the “Physician’s Desk Reference” (13 ed. 
1959), seeking a drug for the relief of “anxiety and apprehensive 
states,” will find Miltown listed alphabetically under that heading as 
only 1 of over 230 drugs (p. 408). Of these, about 40 could be con- 
sidered tranquilizers. 

Despite competition from so many drugs for the relief of anxiety 
and apprehensive states, Miltown has achieved marked success, result- 
ing in increased sales and increased profits to Carter. 


9110 ADMINISTERED PRICES 


Carter has no detail men to represent its ethical products. Not- 
withstanding this, Miltown has been well received by the medical 
profession, and medical journals are replete with endorsements of 
Miltown and meprobamate; over 1,100 favorable articles have ap- 
peared. E eel 

The success of Miltown is dependent on its reception by oe 
Whether Miltown, or any one of the innumerable other drugs from 
which the physician can make his choice, is used in a particular case of 
anxiety is determined by the physician who prescribes the drug, 
The choice is made on considerations of efficacy, health, side effects, 
and like factors based on the physician’s judgment. 


PRICE OF MILTOWN 


Considerable thought was given by Carter to the price of Miltown, 
Our objective was to set a price that would enable Carter to make a 
fair profit; and that would enable the wholesaler and retail druggist 
to obtain their usual markups; and that, above all, would produce 
for the untilate patient a price that, considering the value of the f 
drug, its anticipated dosage and other factors, would be a reasonable [ 
price—within his means. 

Before determining the price to the wholesaler, Carter made a 
survey of the prices at which competitive products were generally 
sold. It then established a price for Miltown in line with competition, 

The price of Miltown was determined in April 1955, and the prod- 
uct was marketed in the following month. There has been no increase 
in price since then. The product is not fair traded. While we sug- 
gest a resale price, the retailer is free to sell at any price he chooses. 

Drug pricing must also be based on the experience that acceptance 
of new drugs is often of short duration and that, overnight, the 
drug can become obsolete on discovery of new and improved drugs. 
As soon as physicians believe gnother drug to be more efficacious, 
they aeejedie change their prescription practices, and sales decline. 

A survey of the use of Miltown shows that the average dose is 
three tablets a day. The price to the patient is 10.6 cents a tablet, 
about the price of a cup of candy or a candy bar. The average dose 
of three tablets a day, or a total cost of 31.8 cents a day, is comparable 
to the price of a pack of cigarettes or a gallon of gasoline. Of the 
10.6 cents per tablet the patient pays, I have estimated Carter’s profit 
to be about 1.2 cents per tablet. 

Considerable stress has been placed on the fact that many drugs 
are required by elderly persons living on pensions or limited incomes, 
unable to afford them, The principal use of Miltown is by active, 


productive people in the age groups which normally work under | 
pressure. ; 


In the 4 years Miltown has been marketed, ae complaints have 


averaged not more than three or four a year. Of the few complaints 
which have come in since these hearings started, several refer to the 
following statement made during the first day of the hearings of this 
committee on the steroid hormones: 
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In Argentina, the cost of 50 tablets of tranquilizer known as Miltown is 46 
cents. In the United States people who need this drug must pay $3.85 to $4.25, 
even though it is made by the same American firm that supplied the drug to 
Argentina. 

Whoever made this statement has, unfortunately, been misled with 
a great deal of erroneous information. 

First, Miltown is sold by another company in the Argentine, not 
by Carter. 

Second, it is against the law to import packaged drugs or bulk 
tablets into the Argentine. The product is probably made in the 
Argentine from powder purchased in Italy. 

Third, the package contains 25 tablets, not 50. 

Fourth, the Argentine Government has devalued its currency so 
that it is unfair to compare a price in Argentine pesos to a price in 
American dollars on a straight rate-of-exchange basis. On the same 
basis of conversion, in the Argentine a loaf of bread would cost 2 cents 
and a pound of steak would cost 25 cents, which is certainly unrealistic. 


PROFITS 


With Carter’s growth in sales, there naturally came an accompany- 
ing growth in profits. Carter cannot ignore the fact that it is a 
private enterprise and that the continuation of its business depends 
on making a profit. 

Carter is proud of its accomplishments and its improved profit 
position, even though, as I have already noted, it is still not regarded 
as a large drug company. I would like again to emphasize what I 


have already stated; namely, that Carter’s achievement demonstrates 
that, with efficient management and good products fairly priced, a 
relatively small drug company can prosper and flourish and compete 
successfully with large corporations. 

Also not to be overlooked is the fact of the protection accorded 
meprobamate by Carter’s patent. I hazard a guess that but for this 
patent protection, a great many drug companies would have prepared 
a tranquilizer from meprobamate, and that Carter would have had 
a much more difficult road to travel. However, as this committee 
knows, one of the main functions of patent protection is to enable a 
small company like Carter to survive and prosper in competition 
with larger and stronger companies. 

I anticipate being asked the same question as witnesses in the 
prior hearings; namely, whether Carter could not reduce its price if 
willing to cut its profit. Since Carter does not regard the retail price 
of 10.6 cents a tablet as excessive, it does not believe a price reduction 
is warranted. As I have already noted, the price was determined in 
April 1955, a month before Miltown was marketed, and has never been 
increased. 

If, as could happen tomorrow, a drug with qualities superior to Mil- 
town should be marketed by a competitor and receive the favor of 
physicians, Miltown sales would probably decline, and a price reduc- 
tion would have little influence in persuading the physicians to con- 


tinue to prescribe Miltown if they regarded the new drug as more 
efficacious. 
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Carter’s position on meprobamate has now lasted for 4 years. [ 
am hopeful that new and superior tranquilizers will be developed, 
and that this will be done by Carter. However, as its chief executive, 
I cannot ignore the experience of the ethical drug field and the danger 
of obsolescence. 

The prior hearings have established the tremendous amount of 
FE ef financed research in the drug industry, involving expendi- 
tures of hundreds of millions of dollars of ae funds. Re- 
search like this could not be performed by a small company such as 
Carter. We are gratified that its sakes now create the opportunity 
to perform the same type of public service as the large drug com- 
panies, 

Since the introduction of Miltown, not more than 30 percent of 
Carter’s profits have been distributed as dividends. The balance of 
its profits has been retained for expansion of plant and research facili- 
ties. We are constructing a $7 million plant and research laboratory 
at Cranbury, N.J., the ground for which was broken by Gov. Robert 
B. Meyner, of New Jersey, in July 1958. On completion of this pro- 
gram, Carter will have facilities for more extensive research. It 
anticipates employment of a research staff of 180 and an annual re- 
search expenditure in excess of $3 million. The contribution Carter 
can then make through discovery and development of new and in- 
proved drugs should be of far greater benefit to the public than any 
advantages that might flow from a price reduction which would 
eliminate the funds available for research. 

Carter is not a one-product company. Its other products, such as 
cosmetics, toilet goods and foods, are sold in highly competitive mar- 
kets where large sums are expended by competitors in advertising. 

As I have already stated, we had 13 lean years in the ethical drug 
field. Our other products carried our ethical drug business and so 
made meprobamate possible. Now that we have had 4 good years, 
we are devoting profits not distributed as modest dividends to im- 
proved plant and research facilities, to more intensive research, and 
to more vigorous competition with the larger companies on our 
entire line of products. 

In concluding my discussion of prices and profits, I again emphasize 
that the real test is not whether Carter or any small company has made 
profits, but whether it has useful and beneficial products being sold at 
a reasonable price within the reach of those who need them. Bearing 
in mind our 13 years in the ethical drug field, without profit, and 
the fact that Carter’s ethical drug profits are in constant jeopardy 


from other companies’ research, it is, in my opinion, scarcely reason- | 


able to critcize 4 years’ profits resulting from 17 years’ effort. 


PATENTS AND LICENSE AGREEMENTS 


Bi 


The chairman’s letter advises that the committee is interested in our | 


patents and license agreements. 


Carter owns the patent on meprobamate and has made several li- 


cense agreements. A substantial part of its income is derived from | 


royalties received from licensees. 


At the outset may I state Carter’s basic policy in making licens? i 


agreements. Of primary importance is the desire and the ability of | 











il lie F 
from | 


ense | 


EE 


ADMINISTERED PRICES 9113 


the applicant to carry on significant clinical work which will con- 
tribute to the knowledge and to the value of the drug. 

In the United States, Carter reserves to itself the control of manu- 
facture of the meprobamate powder. Licensees are given the right 
to manufacture tablets from our powder and to sell them. 

Carter is concerned that meprobamate powder be manufactured in 
accordance with rigid quality standards. The powder is difficult to 
manufacture. Therefore, we prefer to have it made under our control 
and supervision, and to assay the finished powder ourselves. Accord- 
ingly Carter has the product made by five manufacturers of its own 
selection to whom it has imparted its “know-how.” We can terminate 
these relationships at any time if we are not entirely satisfied with the 
quality of production. 

Furthermore, Carter believes in subcontracting production of its 
products. In this way it is possible to supply small, reliable firms 
with profitable business, and these small firms are the backbone of 
the American economy. 

To protect meprobamate from being acquired by third parties who 
might then combine it with other drugs of questionable merit, the bulk 
sale of meprobamate is reserved to Carter. 

Licenses have been granted to a number of other companies to 
market meprobamate in combination with other useful drugs, but we 
have done this only when there was good experimental and clinical 
evidence of therapeutic value. 

Carter’s record is living proof of the ability of a small company to 
grow and flourish in competition with even the largest and strongest 
competitors. The ability of Carter or any other small company to 
compete in this field is dependent upon the resourcefulness and vigor 
of its research and the protection afforded by American patent laws 
to the fruits of this research. If this protection is removed or even 
seriously impaired, the small company is doomed; and the business 
will inevitably precipitate to the larger companies. 

Patents are the small company’s best friend. 


ADVERTISING CLAIMS 


Last week the committee heard witnesses who voiced opinions criti- 
cal of drug advertising in general and the advertising which our com- 
pany does in medical journals in particular. 

Our claims for meprobamate are based on responsible clinical re- 
search and on papers published by physicians, or on personal com- 
munications from doctors. Our advertising for prescription drugs 
passes under the review of a medical man before being released. 

Dr. Frank M. Berger, who is intimately familiar with the clinical 
literature on meprobamate, is here today and will have something to 
say about our advertising and the testimony the committee heard from 
others. 

The committee has made much of the high cost of advertising and 
communication to the medical profession by the ethical drug industry. 
Our total advertising and promotion cest for Miltown last year was 
$9.22 per physician. This is less than 77 cents a month per physi- 
cian—less than 18 cents a week. 
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CONCLUSION 


I have presented the picture of meprobamate as it affects Carter 

ri its place in the drug industry. I would like to summarize as 
OLLOWS: 

Carter has grown by leaving its earnings in the business and by 
sharing our success with the inventors and scientists who have helped 
develop our products. 

Our expansion has resulted from developing new and better prod- 
ucts through research and ingenuity, rather than copying products 
of other companies. 

After 13 lean years in the ethical drug business, we developed 
meprobamate, an original product, which has a broad range of use- 
fulness, and which is especially helpful to those of the active, produc- 
tive age groups who may suffer from tension and anxiety. 

Miltown is priced moderately and fairly to the patient: 31.8 cents 
per day for the normal three-tablet dosage, comparable in price to a 
package of cigarettes or a gallon of gasoline. 

With dividend payments of less than 30 percent to stockholders, 
the company has reserved a major portion of its profits for expansion 
and research. This will further strengthen its competitive perform- 
ance. 

May I take this opportunity of thanking the committee for the 
privilege of making this statement. 

Senator Krerauver. Yes, Mr. Hoyt. 

Mr. Hoyt. While this completes my opening statement, in your 
hearings last week testimony was offered attacking the therapeutic 
value and the medical use of meprobamate. This testimony is poten- 
tially very damaging to our company. We feel it is our responsibility 
to put the other side of the story before this committee at this point. 

Before the committee begins asking the questions that I am here 
to answer, I respectfully request that our medical director, Dr. Frank 
M. Berger, be permitted to make a statement. Dr. Berger is here 
prepared to speak, and we have copies of his statement which we 
shall be glad to hand up for the committee and to its staff to follow. 

Senator Kerauver. Mr. Hoyt, we would ordinarily get around to 
Mr. Berger when we came to advertising and such matters, but Sen- 
ator Dirksen says he may have to leave, and we want to accommodate 
you in any way we can. 

But there is one matter I would like to get straightened out, and then 
we will hear Dr. Berger. 

Mr. Horr. Thank you. 

Senator Kerauver. That is in your statement where you talk about 
the price of Miltown in Argentina. This was from testimony given 
to the committee by Senator Smathers, of Florida. I am sure Senator 
Smathers took what he believed to be authentic information in arriv- 
ing at the statement that it was sold there at 46 cents for 50 tables. 

I think the difficulty is this: We have examined most of the prices 
referred to by Senator Smathers, I had not compared this price 
with the price that we have, but. Senator Smathers’ prices presented 
in his testimony and in his speech on the floor are almost identical to 
the prices that we have secured from the U.S. Department of State 
through the American Embassies in the spring of 1959. It may have 
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been that at the time Senator Smathers received his price figure, there 
was sone fluctuation in the money market that you have referred to. 
The prices that we have secured from the Department of State have 
been converted to dollars at the official rate, so it is not a question 
of devaluation as of that time. 

It is likely that Senator Smathers may have been given his price 
of 46 cents at some time when there was a disruption of the currency 
rate in Argentina. 

In any event, you sell through Wallace Laboratories. They are 
your field agent, are they not? 

Mr. Hoyt. In the Argentine? 

Senator Keravver. No; in the United States. 

Mr. Hoyr. Wallace Laboratories. 

Senator Kerauver. And you sell to the druggists at $3.25? 

Mr. Hoyr. That is right. 

Senator Kerauver. Per 50 tablets; that is correct, is it not? 

Mr. Hoyt. That is correct. 

Senator Kerauver. You do not sell through wholesalers ? 

Mr. Hoyv. We sell directly to wholesalers and wholesalers sell to 
the retailer. We sell at $2.60 to the wholesaler. 

Senator Kerauver. And they take a 15-percent markup ? 

Mr. Hoy. 20 percent. 

Senator Keravuver. 20 percent ? 

Mr. Hoyr. And the retailer gets 40 percent. 

Senator Krrauver. In any event, in Argentina you sell to American 
Cyanamid. 

Mr. Hoyt. We do not sell to the Argentine. 

Senator Kerauver. American Cyanamid sells your product there. 

Mr. Hoyt. They are distributors. We give them the foreign rights. 
We have no control over prices in the Argentine or in any foreign 
countries. 

Senator Kerauver. Anyway, you give them your product to sell. 
According to the State Department, converted to dollars at the official 
rate, our record and what the company has given us shows that they 
sell at 7414 cents for 400 milligram tablets in bottles of 50. In the 
United States it gets to the druggist at $3.25. In Argentina the 
druggist, according to the State Department, sell to the consumer at 
843, cents. 

Mr. Hoyt. The point I was trying to make, Mr. Chairman, was 
that the newspaper article inferred to most people—people spoke to 
me about it—that we took Miltown and shipped it into the Argentine 
and sold it at a lower price. The point I was trying to make was 
that Miltown is not shipped from the United States. It is made 
locally in the Argentine, and it is most likely using powder made in 
Staly. Now, I do know this: That when Lederle or American Cyan- 
amid established the price of Miltown in the Argentine, the ex- 
change rate was 18 pesos to the dollar, and this price was figured on 
83 pesos to the dollar. They froze the prices, and it was impossible 
to increase the price. 

So what they really did, when you convert, they decreased the 
price of the peso so this conversion rate is not realistic. I do believe 
in any market it is very difficult to take a conversion rate from 
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foreign currency to dollars and say that is the comparison, because 
rate of exchange depends on flow of dollars between the countries, 
or it depends on a government-fixed rate, whereas in foreign countries 
the question is the rate of living. Now, in the Argentine, I believe the 
annual income compared to the United States is 13 to 1, so I am very 
dubious about this conversion rate. 

Senator Kzeravuver. The point I wanted to make—this is not our 
figure that you were talking about in your statement. This was from 
testimony by Senator Smathers. I assume that he received his price 
at the time when there was some fluctuation, some differential, in the 
money rate. We have found his figures to be generally almost similar 
to the prices we have secured. But there was this difference in the 
prices for Argentina. 

The second point is that American Cyanamid sells under the trade 
name of Miltown, so he was right in saying it was Miltown. 

Mr. Hoyt. It was the same manufacturer. That is what bothered 
me. 

Senator Krravuver. He said it in reference to the purchase of Mil- 
town. 

Mr. Hoyv. He said it was made by the same American firm. It is 
not made by the same American firm. 
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Senator Keravver. It is under your license and it is called Miltown, 


as it is here. 
Mr. Hoyt. It ismade in Argentina. 


Senator Keravuver. Their price, converted to dollars by the State : 


Department, which I take it removes the fluctuations and whatnot, 
is 7414 cents to the druggist compared with what the druggist pays 
here, $3.25, which is still a considerable difference. 

Senator Dmxsen. Mr. Chairman, I just want to add, Mr. Hoyt, I 
think you are absolutely right. That statement that you quote by it- 
self, that you could buy 50 tablets of Miltown for 46 cents in the 
Argentine without any qualifying statement as to cost of living, as 
to conversion rates, the value df the peso compared to the dollar, is 
absolutely misleading whether a U.S. Senator made it or not, and it 
just gives point to the fact that the Senators ought to be a little more 
careful about the kind of stuff they dish out to the public, and that 
goes into the headlines, to impeach an industry. That is a statement 
I made the other day here in this committee. I made it on the floor 
of the Senate, and I may make another statement on the floor of the 
Senate today, because I think this thing has got to be nailed down, 
and I am not going to be a silent party to impeaching an industry with 
misleading impressions going out to the public. 

So I think you are absolutely right in the analysis that you made of 
that statement as quoted in the statement you presented to the com- 
mittee this morning. 

Mr. Hoyt. Thank you. 

Senator Keravuver. Let me say I want to come to the defense—not 
that he needs any defense—of the high integrity and public purpose 
of Senator Smathers. Senator Smathers has sane: his prices as 


best he could, and we have found that prices he received are sub- 
stantially the same, in practically all cases, as ours. 
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I do not think that Senator Smathers should be castigated as to 
every single detail. I am certain, knowing the authenticity of the 
prices he has received everywhere else, that there must have been 
some unusual money situation in the Argentine situation that ac- 
counted for his statement. But we will let Senator Smathers speak 
for himself. 

Senator Dirksen. Mr. Chairman, I just want to add I certainly 
am not castigating Senator Smathers. A fact is a fact. It is just 
a stubborn, irresistible thing, and if it is not a fact, then of course, 
all the qualifications that should be made ought to have been included 
in the statement in order to leave a completely fair impression. 

Senator Krerauver. Very well. Senator Smathers, I am sure, re- 
ceived his figure from a reliable source upon which he had a right to 
depend. He did not get it from this committee. He was interested 
in the subject and, through one of the Government agencies, or on his 
own, he made an investigation of drug prices. We found his prices 
to be generally almost the same or substantially the same as what we 
had. 

Miltown was made at one time, was it not, in the United States and 
shipped to Argentina ? 

Mr. Hoyt. That I do not know. If it was, it was shipped by Led- 
erle. It was not shipped by us. We never shipped Miltown out of 
the United States. 

Senator Kerauver. I mean the bulk product was made in the United 
States under a license secured from you by American Cyanamid, and 
shipped there. 

Mr. Hoyt. The bulk powder, I believe, was, yes, sir. 

Senator Keravuver. That is right. So what was done in the Argen- 
tine—it was, I suppose, tableted and put on the market? 

Mr. Horr. No, but we did not ship bulk powder to the Argentine. 
As I understand it, they imported meprobamate powder from Italy 
and manufactured these tablets in the Argentine. That is the best of 
my information. 

Senator Kerauver. We will get into that, but our information is 
that, of course, you do not make all this powder yourself. You buy 
from small companies who make it under your patent? 

Mr. Hoyt. That is right. 

Senator Kerauver. American Cyanamid has a license from you for 
selling in Argentina, which we will go into later. My information 
is that, at least until sometime fairly recently, they were taking the 
bulk product made by some small company under your license, paying 
you royalties and then shipping it to Argentina where it was put in 
tablet form and sold to the Argentine druggists. The State Depart- 
ment price is 7414 cents per 50 tablets. 

All right. 

Dr. Berger, have you a copy of your statement ? 

Dr. Bercer. I do not propose to say all that is in the statement. 

I am grateful, Mr. Chairman, for the privilege of being permitted 
to make a statement in response to the remarks made by certain wit- 
hesses on Friday afternoon. 

First of all, I would like to apologize for my English, but my mother 
tongue is Czech and I have not had the opportunity to learn English 

85621—60—pt. 16 —16 
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until I was about 24 or 25 years old. My manager has prepared a 
short outline of my background which is available to those who are 
interested, 

Senator Dirksen. Dr. Berger, how about telling us about your 
background now ¢ 

Dr. Bercrr. I was born in Pilsen, Czechoslovakia, in 1913 and got 
my M.D. degree from the University of Prague in 1937. 

I again got another M.D. degree when I came to this country in 
1948 from the State University of New York, and I worked as a 
physician at the University Hospital in Prague and later as a bac- 
teriologist at the State Institute of Health in Prague. Then I went to 
England and in 1941 I was appointed resident medical officer at. Mon- 
sel Hospital for Infectious Diseases at the University of Manchester, 
England. Later I became bacteriologist at the Public Health Labora- 
tory in Wakefield, Yorkshire, and then pharmacologist at the British 
Drug Houses in London and I came to this country in 1947 and became 
assistant professor of pediatrics at the University of Rochester, I 
started working for Carter Products in 1949 as director of research, 

I have been engaged in medical research since 1934 and also spent 
several years in the practice of clinical medicine. I described various 
diagnostic procedures. I also, as a bacteriologist, discovered a new 
bacteria causing dysentery. During the war I discovered a method 
for the extraction and purification of penicillin which in part made the 
cheap production of penicillin possible and which is still in use. 

And I have been responsible for the discovery and development of a | 
number of drugs such as methanizine, which is a muscle relaxant, | 
meprobamate which is a tranquilizer, casaprodal which is an analgesic, 


and so on. I have ee over 80 scientific papers published in 


medical journals and scientific journals and I am a member of many 
scientific and medical societies in the United States and abroad such as 
American Medical Association. 

I am a fellow of the American Association for the Advancement of 
Science, and so on. , 

Senator Dirksen. I see Mr. Hoyt refers to these as anxiety drugs. 
Have you developed anything for political anxiety ? 

Dr. Bercer. I didn’t know there was any. 

Senator Dirksen. You may proceed. 

Dr. Bercrer. On Friday two witnesses, Dr. H. E. Lehmann and Dr. 
Fritz Freyhan, gave testimony before this committee highly critical of 
tranquilizing drugs, the advertising and promotional material used by | 
ethical drug companies and of physicians who prescribe these drugs. | 
would like to take the opportunity to answer these charges. ME 

As a physician, I question the wisdom of discussing in a public | 
forum the relative advantages or disadvantages of particular drugs 
The efficacy of important drugs can well be minimized, or even com F 
pletely destroyed, by statements which could affect the patient’s con- } 
fidence in the drug or in his physician. Such statements could lead to [ 
discontinuance of treatment against the best available medical advice. [ 

Dr. Lehmann will not disagree with this, since, in an article which | 
he published in the Canadian Medical Association Journal in No } 
vember 1958 entitled “Tranquilizers in Practice” he stated : 

It has also been demonstrated beyond any doubt that not only the patient’ | 


attitude, but the attitude of the medical and nursing personnel as well, it [ 
fluence the patient’s reaction to the drug. 
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However, because of the statements made by Dr. Lehmann and 
Dr. Freyhan, I would like to offer some remarks relating to the use 
of meprobamate and relating to the reputation of the medical 
profession. 

First I take issue with the impression created last Friday that 

rescribing tranquilizing drugs such as Miltown should be reserved 
for the psychiatrist or the specialist in the handling of mental pa- 
tients. As you know, meprobamate is used primarily in the treatment 
of anxiety and tension states. 

It is clearly within the province of the general practitioner to treat 
such patients. Dr. Lehmann himself in the same article in the Ca- 
nadian Medical Journal, expressed awareness of this situation when 
he stated that the— 


manifold neurotic and nervous symptoms pose such common and important 
problems to every practicing physician whether he is in general practice or 
in a specialty. 

I wish to correct the statement by Dr. Freyhan that publications on 
these drugs are generally confined to the psychiatric journals and 
are not available to the general practitioners. 

Thus Dr. Freyhan testified on Friday—page 1773 of the transcript: 

They are, let’s say, less apt to read the articles in the specialist journals. 
They might read the American Journal of Medicine, which will bring a certain 
number of articles, but they are limited; but they certainly will not read 
journals in the specialty of psychiatry. 

I have personally read every article which deals with meprobomate 
published in the United States, and most of those published abroad. 
As of March 31, 1959, there were over 1,100 such articles. Literally 
hundreds of these articles, with published results of clinical studies, 
are in general medical journals, read by the general practitioner. 

Next, I would like to take issue with the statement that the physi- 
cian prescribes drugs based on what he reads in an ad. Thus, Dr. 
Lehmann testified : 


It shouldn’t be, but the fact of the matter is I feel that quite a number of 
physicians are, in what they consider to be milder conditions of depression, 
anxiety, and depression, and so on, are simply prescribing on the basis of an 
ad they saw yesterday (p. 1854). 


The same attitude was expressed by Dr. Lehmann in his prepared 
statement when he suggested that physicians obtained their impres- 
sion of drugs by a hasty glance at an ad. 

T have sufficient confidence in the general practitioners in the United 
States to believe that, no matter how busy, they will not prescribe any 
drug for any purpose on the basis of an ad they saw yesterday. 

If that would be so, heavily advertised drugs would be successful 

overnight, and we of course all know that this is not the case. 
_ Asurvey by the Mendota Research Groups shows that meprobamate 
lsregularly prescribed by 72 percent of physicians in the United States. 
Its use in countries such as Great Britain, France, and Italy, where 
it can also be obtained only by prescription, is widespread. I cannot 
believe that any significant number of general practitioners in the 
United States or abroad can be guilty of such irresponsible practices. 
I know of no evidence in support of Dr. Lehmann’s views. 
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Confident that even the busiest general practitioner will acquaint 
himself with the properties of drugs, Wallace Laboratories prepares 
each year and sends to all general practitioners, psychiatrists, and 
certain other specialists a booklet called “The Physicians’ Reference 
Manual on Miltown.” The current issue is the fifth edition, just pub- 
lished, and I would like to distribute copies to the members of the 
committee. 

(The volume referred to may be found in the files of the subcom- 
mittee. ) 

Mr. Dixon. On that point before you go on, Doctor, the committee 
subpenaed the advertising literature that you have disseminated. I 
assume that is returnable now and this is part of that subpena? 

Mr. Hanaway. It is here. 

Mr. Drxon. May we have all of that material now, sir? 

Mr. Hanaway. You want it right now? 

Mr. Drxon. Yes, sir. This is part of it, I assume, Mr. Hanaway? 

Mr. Hanaway. Iam not sure whether it is or not. 

Dr. Bercer. Oh, yes. 


Senator Kerauver. Let it be received and made a part of the sub- | 


committee files and we will identify specific parts of it later for the 
record. 


Mr. Hanaway. We will give you everything that you have asked 


for in that subpena. 
It is all here. 


Dr. Bercer. The physician’s reference manual sets forth all the | 


attributes of meprobamate as we know them, its distinguishing char- 
acteristics, its major applications, indications for its use, the dos 
and administration, as well as the toxicity, side effects, and possi 
habituation and the precautions to be taken. 

It contains a bibliography of 1,100 articles, 635 of which are clinical. 
These are all the articles on meprobamate, not merely the favorable 
ones, although I am gratified that most of the articles are favorable. 

The physician, by merely glancing at the table of contents, can 
rather readily find a discussion on any aspect of the drug. The state- 
ments made are fully documented with reference to articles in the 
bibliography, showing the number of patients subjected to the clinical 
tests. 

This booklet is our basic promotional material to the doctor. We 
use it since we feel that a ready reference manual of this sort is of 
more value to the physician than any other type of presentation. 


Our statement in various advertisements citing meprobamate as | 
nonaddictive or well suited for prolonged therapy is well supported | 
Be a scientific article | 

that appeared in the December 6, 1958, issue of the Journal of the © 


by the literature. I would like to file as an exhi 


American Medical Association. 


Senator Krravver. Very well. Dr. Boyd’s article will be received ; 


and made exhibit 137. 
(Exhibit No. 137 may be found on p. eg 
Dr. Bercer. This is an article entitled “Meprobamate Addiction” 
and written by Dr. Linn J. Boyd and others. 
Dr. Boyd is professor of clinical medicine at New York Medical 


College and chairman of the committee on narcotics control of the 
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N.Y. Academy of Medicine and member of the committee on nar- 
cotic addiction of the Department of Correction of the City of New 
York. 

Dr. Boyd and his associates conducted a controlled study to deter- 
mine the possible habit-forming propensities of meprobamate. No 
evidence of dependence or habit formation was found and no with- 
drawal reactions were noted on discontinuation of the drug. 

I would like to file as an exhibit another article by Dr. ii R. Stough 
entitled “Possible Habituating Properties of Meprobamate” that a 
peared in the Journal of the American Medical Association on Fe 
ruary 22, 1958. 

Senator Keravuver. That will be made exhibit 138. 

Exhibit No. 138 may be found on p. 9574.) 

r. Bercer. This study was carried out on highly unstable subjects 
with a history of injury, illness, and other physical and psychological 
abnormalities including previous addiction to alcohol or narcotics. 

Meprobamate was administered in dosages far in excess of clinical 
need. The author concluded that no true habituation developed in 
any of the subjects. Any discomfort that occurred in a few cases 
after abrupt discontinuation of the drug reflected the resurgence of 
previous psychosomatic symptoms. 

There are several other such studies—2 involving 1,000 patients 
each, 2 involving 800 patients each, and 3 involving 300 patients each. 
The authors of all of these studies carried out on thousands of patients 
experienced no habituation problem with meprobamate. 

n addition, I know of at least 13 clinical reports from physicians 
whose patients had received the drug for a year or more. These phy- 
sicians observed no addiction with meprobamate. All these studies, 
made by numerous observers and involving thousands of patients, 
show clearly that meprobamate is nonaddictive if used as 
recommended. 

The pur of the advertisement is to remind the busy practi- 
tioner of the availability of the drug and its general attributes and 
not to contain a full presentation as in the reference manual. We 
have confidence in their intelligence and sense of responsibility to 
know they will prescribe the drug, not on the basis of a one-page ad, 
but on the basis of substantial information in the medical journals 
and their own experience in the use of the drug, as well as the expe- 
rience of their colleagues. 

_ Every physician knows that any potent drug may have toxic effects, 
side effects, or possibility of habituation. This hen even been true 
for aspirin and the numerous sedatives on the market for years, 
nyeane consider the relevant factors before prescribing any drug. 

n conclusion I would like to stress the following: 

There is no evidence indicating any abuse of tranquilizers, as has 
been claimed by Dr. Lehmann (transcript p. 1759). 

I would like to give a brief quote from the testimony of Dr. F. J. 
Ayd, Jr., which he made before the Blatnik committee. Dr. Ayd, 
as 78 probably know, is a very well-known psychiatrist in Baltimore, 
M = a recognized authority on this subject. 

© states: 


The amount of tranquilizers consumed in this country is more readily ex- 
plained by their wide therapeutic actions than by any indiscriminate use. It is 
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comparable to the wildfire spread and use of penicillin and other antibiotics, 
the antihistamines, the anticonvulsants, and other therapeutic advances in 
medicine. 

Meprobamate is an effective drug for the relief of anxiety and ten- 
sion and for other applications. It has minimal possibilities of tox- 
icity, adverse side effects, or habituation, and may safely be used in 
prolonged treatment. 

May I thank the committee for the privilege of making this 
statement. 

Senator Kerauver. As I understand it, Mr. Berger, you first ex- 
perimented with meprobamate in England. I was reading something 
about it in this book “The Merchants of Life” last night. The generic 
medicine, mephenesin, had been discovered by an English physician 
back in the early 1940’s, I believe, but it wasn’t patentable and then 
you came to England. 

Dr. Brrcrr. That is not quite correct. 

Senator Kerauver. Anyway, he had worked with it back in Eng- 
land in the 1940’s, 

Dr. Bereer. I believe the first publication on this subject has been 
made by myself in 1946 in England. 

Senator Krerauver. I may be mistaken about it, but it is my infor- 
mation that some other doctor had worked on mephenesin. 

Dr. Brrcer. Well, I have a copy of the reprint here if you wish to 
see it. 

Senator Keravuver. Let me read further from “The Merchants of 
Life”: 

Meanwhile, a Czech scientist, Dr. Frank A. Berger, was looking for a better 
preservative for penicillin. As a byproduct he found mephenesin, a muscle 
relaxer. One variation of this, the jawbreaking 2-methyl-2-n-propyl-1, 3 propa- 
nediol dicarbamate, called meprobamate for short, quieted test mice in an inter- 
esting way. “They all relaxed all right,” he reported, “but they looked straight 
at you. They knew what was going on around them.” 

Then it tells about how you came to the United States. 

I think that Dr. Lehmann and Dr. Freyhan are distinguished 
psychiatrists with a fine reputation. Dr. Lehmann was the first one 
to use thorazine on the North American Continent. Dr. Freyhan is 
the director of the State hospital in Delaware, and he had great ex- 
perience with these drugs also. They did not mean to disparage, and 
no one on this committee wants to disparage, the general practitioner. 
They said that, as psychiatrists, there were hundreds and hundreds 
of papers sent to them on every one of these drugs, and it kept them 
terribly busy reading all the articles on drugs that had to do with their 
specialty. They said that they could be misled by some article or 
advertisement if they read it in some other field in which they are not 
specialists, such as steroid hormones for arthritics. They said if 
they were asked to know about all the details of other drugs in other 
specialties, especially for somebody who was practicing all types of 
medicine, it would be a physical impossibility to read all the books 
and all the papers about every drug in every field of medicine. 

That was the burden of their testimony. They did give their actual 
experiences about how Miltown did cause addiction. They based it 
upon experiences that they had personally had. In one case, for in- 
stance, Dr. Lehmann said one of his patients had to carry a note 
around in her purse that if she was in an accident or something and 
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was taken to a hospital they should know that she was taking Miltown 
so that they would understand if she had convulsions, or some other 
reaction, what the situation was. 

Dr. Berger. May I say something, Mr. Chairman ? 

Senator Keravuver. Yes. 

Dr. Bercer. I know Dr. Freyhan and Dr. Lehmann, and I fully 
agree with you that they are very distinguished psychiatrists, and 
if you study their life history you will see that they spent all their 
lives as physicians in mental institutions. 

All the patients they see are schizophrenics, seriously deteriorated 

atients that are not in contact with reality, and that are brought to 
Rate hospitals. They are patients that are not suitable for treatment 
with meprobamate. They are patients who require thorazine and 
compazine and such similar drugs. These drugs were the prime in- 
terest of these gentlemen. I also took the trouble of looking up all 
the publications that these two distinguished doctors made, and if you 
look through the list of them, you will see that all of them relate to 
schizophrenics and seriously disturbed insane patients or to methods 
of treatments or to side effects of thorazine, compazine, and so on. 
Dr. Freyhan hasn’t published a single paper that would even remotely 
relate to meprobamate or to the treatment of neurotics. 

Senator Kerauver. Dr. Lehmann said that he had private patients 
and that he had had a great deal of experience. 

Dr. Brrcrer. Yes, Dr. Lehmann mentioned that he had private 
patients, but his main affiliation is in institutions for the insane. 

Senator Krerauver. He is with the Verdun Protestant Hospital in 
Montreal. 

Dr. Berger. Yes, he also mentioned that one patient that was ad- 
dicted to barbiturates for 10 years, and he didn’t know what to do 
with the patient, and to quote him, he said: “I thought it would be 
a lesser evil to addict this patient to meprobamate,” and this is what 
he proceeded to do. And he stated he did this because he knew 
that meprobamate is less harmful. Now mind you, he addicted the 
patient intentionally, and it is of course possible to addict a patient to 
almost anything. 

Senator Keravuver. You were talking about their practice. Have 
you practiced medicine ? 

Dr. Bercer. Yes, sir; I have. 

Senator Kerauver. Where? 

Dr. Bercer. In this country when I was assistant professor of pedi- 
atrics at the University of Rochester, I carried out at the same time 
quite extensive private practice. 

Senator Kerauver. Both these gentlemen are professors of medi- 
cine at respected universities. 

Dr. Bercer. Yes. 

_ Senator Keravver. Their bibliographies show that they have been 
mm general practice and have had a nea nael of experience. 

Dr. Bercer. With the major tranquilizers. 

Senator Dirksen. That is the important point, isn’t it, Dr. Berger,. 
od tranquilizers ? 

r. Berger. Yes, 


ma 


a 
Senator Dirksen. As distinguished from—— 
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Dr. Brrcer. These two gentlemen distinguished themselves because 
of their pioneer work with Thorazine and Compazine, and I wish to 
say that I greatly admire them and recognize their important con- 
tribution in this field, but they had no experience with meprobamate, 
or if they had, they didn’t care to put it in writing. 

Senator Drexsen. I see. 

Senator Keravuver. May I ask this: You started out in your ad- 
vertising by saying that Miltown was nonaddictive. The record, for 
instance, shows you were saying it was “nonaddictive” in an early ad, 
Then later for some reason you changed that. You said later, it is 
“well suited for prolonged therapy.” 

Dr. Bercer. That is correct, sir. 

(At this point, Senator Dirksen left the hearing room.) 

Senator Keravuver. Then still later you left out any word about 
nonaddiction whatsoever. You didn’t put in any warning or make 
any claim. Now you and Mr. Hoyt come back to that, and you say 


that Miltown is nonaddictive. Why did you abandon that claim in [ 


your advertising ? 


Dr. Bercer. The word “nonaddictive” was used quite heavily in | 
1956. The reason for it was of course the fact that at that time there | 


were several publications showing that meprobamate can be addictive 


rovided it is used in very large doses for very long periods of time | 


in patients who have previously been addicted to other drugs. 


If you will study the literature of publications relating to reports | 


of habituation to meprobamate, you will note that all patients that 
became habituated to the drug were previously addicted to habit- 
forming drugs such as morphine, heroin, barbiturates, or alcohol, 
This indicates that addiction to meprobamate, if it occurs, is not due 
to the drug, but to the personality of the patient. 

Senator Keravuver. Why shouldn’t you put that warning in your 
advertising ? 

Dr. Brrorer. Now at that time there were many articles in 1956 
relating, articles that said— 

We know how good and nontoxic meprobamate is, but even such a harmless 
drug on occasion in unsuitable patients, if improperly given, can produce 
habituation. 

We felt then we should remind the doctors that this drug is not 
addicting. Now in the meanwhile it became quite clear—— 

Senator Krravuver. If it is addictive for some patients, why 
shouldn’t you put that warning in your advertisement? 

Dr. Brercer. Mr. Chairman, you cannot put all the warnings in the 


advertisement. You do not put a warning on a beer bottle. Beer | 


too can be addicting if used improperly, and so can whisky and many 
other things. I believe that you can trust more the physician with 


his background to exercise proper judgment than you can the public | 


at large. 


Senator Keravver. Any individual can get beer, and in some places} . 


Sea 


he can buy whisky, without getting a doctor’s prescription. But this | 
matter of drugs is something different. It would seem to me that if | 


you are advertising the merits of a drug, you certainly ought to put 
in some mention of serious side effects. No matter what his past reco: 


onchange 


may have been, if a person can become addicted to a drug, that iss} 


serious matter. 
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Dr. Bercer. It is very serious. 

Senator Keravver. | assume you would admit that they sometimes 
have convulsions, or what looks like epileptic seizures, if they become 
addicted and they are suddenly withdrawn from the drug. So I would 
think that what advertising doesn’t say is as important as what it does 
say and that it ought to be balanced equally. You are selling this to 
the doctors, not to the patients. 

Dr. Bercer. Please let me say again that there is overwhelming 
evidence to show that meprobamate if properly used is not addicting. 

It is addicting only if improperly used, and we make a point of 
instructing the physician and in giving all the material we have 
spailalio to him, so that he would know how to use meprobamate 

roperly. 

; aie one of the reasons why we mail out this booklet. 

Senator Keravver. Let me call your attention to the fact that both 

ou and Mr. Hoyt say meprobamate is not addictive; you don’t say 
if properly used and given to certain types of patients. 

ost —— and a lot of other people certainly get around to 
taking these things at one time or another. Most of us have some- 
thing wrong with ourselves some time. 

Dr. Bercer. Of course, let me come back again to another example. 

There are certain things that are understood. There is no warn- 
ing on beer or whisky that it is nonaddictive if properly used. One 
just expects that people use it properly, or to come to the medical 
field, there is no warning on scalpels sold to surgeons that these are 
sharp, don’t cut yourself. This is understood. 

Senator Kerauver. I think the general public knows what is the 
result of drinking beer or whisky. 

Dr. Berger. Are you claiming, sir, that the doctors don’t know how 
to use meprobamate or prescribe it without informing themselves? 

Senator Keravver. No, but as a witness said here, if all the doctors 
could read all of the medical journals, then there would not be any 
need for advertising, because then they would have access to all the 
medical information. But the purpose of advertising is to sell, and 
it has been pointed out here that a doctor in another specialty or a 
pews practitioner cannot possibly read all these articles in every 

eld of medicine, and that advertising does create at least some im- 
pression in his mind. 

Dr. Bercer. Mr. Chairman, when we introduced meprobamate, 
when it still was a new drug, we made a point of informing the 
doctor, and we did that by purchasing reprints of the first four or 
five scientific articles that appeared on this subject and we sent re- 
prints of these articles to every physician, and as soon as a larger 
number of articles accumulated, we in addition drew up the first 
edition of this manual, which you have seen, and we sent this to physi- 


_ Mr. Drxon. Mr. Chairman, we are not medical Sw, “10 We are try- 
Ing to get the facts here. Two eminent doctors, Dr. Freyhan and Dr. 
hmann, came here and made these statements. Also there was 
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I would like to ask Dr. Blair to refer to several paragraphs in this 
article of April 8, 1958, and also to point out some of these other 
articles that have been called to our attention, 

Will you do that, Dr. Blair? 

Dr. Buatr. Yes, sir. 

Mr. Hanaway. Who wrote that? Who is the author of that? 

Dr. Buatr. These are Dr. Laties and Dr. Weiss of Johns Hopkins 
University. 

Dr. Bercer. Which page are you reading from? 

Mr. Drxon. 1819 is where the article begins in the transcript. 

Dr. Buatr. I will be reading from page 1819-H: 


Moreover, there is no satisfactory evidence that, on the basis of side effects, 
i 


referring to meprobamate— 


is a more benign compound than the barbiturates in its addiction liability and 
hypnotie properties. In a well-designed study performed on chronic schizo- 
phrenics, Ewing and Haizlip showed that daily doses of 3,200 or 6.400 milli- 
grams for 40 days led, upon cessation of active drug, to withdrawal symptoms 
in 44 out of 47 patents. * * * They also observed the development of tolerance, 7 
another index of addiction properties. Tucker and Wilensky observed convul- § 
sions and anxiety upon withdrawal. Gorfinkel and Kline also reported absti- | 
nence convulsions in their uncontrolled trial (see Barsa and Kline). Others, 7 
including Borrus, reported drowsiness the first few days, then its disappearance; 
that is, the development of tolerance. r 
Stough studied the possible addicting properties of meprobamate by subject. | 
ing prisoners to two kinds of treatment schedules. In one, the drug was dis- [ 
continued abruptly (with placebo substituted) ; in the second, the dosage was | 
gradually reduced. Abrupt cessation of the drug led to a sudden resurgence of 
previous neurotic symptoms and headache, insomnia, and restlessness. Two 
of 49 subjects had grand mal seizures. When the drug was discontinued by > 
stages, these symptoms did not appear. Stough also reports the development 
of tolerance. These results are evidence in favor of the hypothesis that mepro- 
bamate possesses some addiction liability. i 


Mr. Dixon. Dr. Blair, I note that this article was a critical review 
of literature which had been published on meprobamate. 

Dr. Brrcrr. May I comment on this article before you get to an- 
other one? 

Senator Krerauver. Very well, sir. 

Mr. Drxon. Before you comment, is that article listed in this phy- 
sician’s reference manual ? 

Dr. Brrerr. I have to look this up. 

Mr. Krrrrie. Yes, it is. I wonder if I may make a comment just | 
now before we get an answer. I was just reading through this phy- | 
sician’s reference manual which you prepared. On page 76 I am/ 
going to read these things and ask you whether you think this properly | 
describes the situation. On habituation you say : 


The overwhelming majority of doctors have experienced no habituation prob § 
lems with meprobamate. 


Then you go ahead and you list here 


this article by Dr. Stough | 
Then you conclude with a statement here by saying: 

Precautions: Careful supervision should be exercised in patients with a his | 
tory of narcotic, barbituate, or alcohol addiction * * * or marked emotional [ 
‘dependence. r 

That is pages 78 and 79, Do you feel that this is an adequate} 
‘warning to the general practitioner ? 
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Dr. Bercer. Yes, indeed it is. 

Mr. Dixon. Is that mentioned in your advertising ? 

Dr. Brercrr. Yes, itis. This is our chief advertising. 

Mr. Krrrrie. Let me ask you, would you say that the average phy- 
sician would go ahead prescribing just merely on the basis of an ad 
in the paper or would you say that it would be expected of him to 
read this manual before he prescribes your product ? 

Dr. Bererer. I would say that every responsible physician will first 
familiarize himself with the product before prescribing it, and I aim 
quite sure that every physician does it. I am quite sure that it is 
libelous to state that physicians will prescribe products just by look- 
ing in an ad, 

if this would be true, I am sure we would all be scared to see a 
doctor. 

Mr. Dixon. Dr. Berger, we submitted your advertising statements 
from all the principal medical journals to the Library of Congress 
and asked them to examine them for us. There was not found in any 
of the ads in any of those journals any reference to what you have 
just said is contained in this manual. 

Dr. Bercer. Sir, I’m sorry, I have no idea what you submitted and 
what was investigated. 

Mr. Dixon. The Library of Congress survey is in the record. 

Dr. Bercer. The last edition of this, the fifth edition, I can assure 
you of one thing. As soon as this article came to our attention, it 
was included. As you mentioned yourself, this is a very recent arti- 
cle, and you may have submitted it at a time when this article wasn’t 
out yet. 

Senator Keravver. Let’s make clear what we submitted to the 
Library of Congress. We submitted all of your advertisements on 
Miltown over the last 2 years from all the major medical journals, 
and we asked them to note the side effects that were mentioned in 
your advertisements. The Library found that in none of the ads 
were any side effects mentioned, even under the conditions mentioned 
here by you. 

Dr. Bercer. Sir, I am quite sure that during the period 

Senator Keravuver. The relevance of this is that somewhere be- 
tween the Food and Drug Administration and the Federal Trade 
Commission there is a requirement against false and misleading 
advertisements. 

I would assume that you would agree that something might be as 
seriously misleading if it failed to state the bad side effects as if it 
stated only the affirmative effects of the drug. 

Dr. Bercer. Sir, I would like comment on this. As I mentioned 
before, we make a point of mentioning all side effects in the appro- 
priate advertising material. But would I be permitted to answer 
first the allegations or remarks made by the reprint of Dr. Laties 
and Weiss. 

Senator Krrauver. We have a number of these articles. We can 
put them all in the record, and then you can make a note of them and 

comment on them. I think we will save time that way. 
| Dr. Buam. Mr. Chairman, I have only a few others. Here is a re- 
print of a recent article—— 
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Mr. Cuvumprtis. They are in the record, aren’t they, Dr. Blair? 

Dr. Bua. No,sir. An article published in the February 1959 issue 
of the American Journal of Medical Sciences which first notes— 

Mr. Hanaway. What date? 

Dr. Buam. February 1959. 

Senator Keravuver. Tell us what it is. 

Dr. Buarr. Its title is “Treacherous Tranquilizers.” 

Senator Keravuver. That will be exhibit 139. 

(Exhibit No. 139 may be found on page 9581.) 

Dr. Buarr. It is by Capt. Christopher C. Shaw (MC) U.S. Navy, 
and Lt. Philip W. Felts (MC) U.S. Naval Reserve. 

Mr. Hanaway. Do you have a copy of that available? 

Dr. Buatr. Yes, sir. 

Dr. Bercer. That is an editorial, isn’t it? 

Dr. Buatr. No, it is an article. The footnote reference states 
Captain Shaw is at the Medical Dispensary, Philadelphia Naval 
Shipyard, U.S. Naval Base, Philadelphia, Pa., and Lieutenant Felts 
is with the Military Sea Transportation Service, Atlantic Area, Fleet 
Post Office, New York, N.Y. 

The article states among other things that: 


The advertising campaigns sponsored by the manufacturers of tranquilizing 
drugs in medical journals, in the radio, TV, and in the lay press have become 
so bold and blatant that patients demand tranquilizers at the drop of a hat— 


It then goes on to say that: 


In a controlled clinical study of meprobamate habituation, 35 out of 47 patients 
showed staggering gait and inability to stand or walk without falling (Haizlip 
and Ewing). Forty-four of these forty-seven patients experienced the abstinence 
snydrome upon withdrawal of the drug characterized by insomnia, vomiting, 
tremors, muscle twitching, overt anxiety, anorexia, and ataxia. In one-fifth of 
the patients, the picture of hallucinosis resembled delirium tremens and in 
three patients grand-mal seizures developed upon withdrawal of the drug. 
In any event, meprobamate should never be combined or authorized with the 
use of alcohol in spite of the popularity of “Miltini” among certain overt 
extroverts in show business. 


Here is another article in the New England Journal of Medicine, 
“Meprobamate Habituation,” June 12, 1958, by Thomas M. Haizlip 
and John A. Ewing, M.D. 

Senator Keravuver. Let that be exhibit 140. 

(Exhibit No. 140 may be found on page 9590.) 

Dr. Buatr. I wish to read the opening paragraph : 

A number of investigators have described withdrawal symptoms after the 
abrupt cessation of meprobamate treatment. Ewing and Fullilove reported 


a case seen in this hospital, and as we observed similar cases our interest was 


stimulated concerning the problem of the possible undesirable effects of meproba- 
mate. 


Then page 1185: 


Implications of the study: This study leads us to conclude that meprobamate 
closely simulates the barbiturates. 


Then down to the next paragraph : 


We recommend the physicians prescribe meprobamate with the same degree 
of circumspection required with the barbiturates. We believe that meprobamat 
should be started slowly. Physicians should warn their patients against exces 
sive self-medication and should avoid the occurrence of an abrupt withdrawal. 
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The next two articles I will refer briefly to. 

Senator Keravver. They will be exhibits 141 and 142. 

(Exhibits Nos. 141 and 142 may be found beginning on page 9596.) 

Mr. Hanaway. May we havea copy of that? , 

Dr. Buarr. The next one is “Withdrawal Convulsions in Dogs Fol- 
lowing Chronic Meprobamate Intoxication.” _ 

This article is by Carl F. Essig, M.D., Lexington, Ky. He is with 
the Department of Health, Education, and Welfare, U.S. Public 
Health Service, National Institute of Mental Health, Addiction Re- 
search Center. 

This article concludes: 

Meprobamate was administered in a high dosage for 124 to 188 days to four 
dogs. Abrupt withdrawal of the drug was followed by repeated convulsions 
and death in three dogs and by an induced convulsion in a fourth dog. 

Mr. Drxon. The next article was marked “Exhibit 142.” / 

Dr. Buar. This is a letter to the editor in the Journal of the Ameri- 
can Medical Association, July 20, 1957, signed Carl F. Essig, M.D., 
National Institute of Mental Health, Addiction Research Center, 
Lexington, Ky.: 

Evidence is steadily accumulating that abrupt withdrawal of meprobamate 
from patients who have been ingesting this drug in large amounts may be 
followed by major convulsions. 

Then it gives a number of cases. The letter ends with this para- 
graph : 

These show unequivocally that continued ingestion of large dosages of mepro- 
bamate can create physicial dependence, manifested on abrupt withdrawal of the 
drug by hyperirritability of the central nervous system and convulsions. The 
type of addiction caused by meprobamate resembles that caused by chronic in- 
toxication with excessive amounts of barbiturates or alcohol. As is true of 
barbiturates, addition to meprobamate will probably occur in only a very small 
proportion of persons who receive the drug therapeutically. Nevertheless, care 
should be exercised in prescribing meprobamate. Patients receiving meprobam- 
ate should be supervised closely and immediate steps taken if their consump- 
tion of the drug begins to increase. Especial care should be exercised in pre- 
scribing meprobamate for alcoholics or narcotics drug addicts. Prescriptions for 
meprobamate should not be refilled. The drug should be withdrawn slowly, 
rather than abruptly, from patients who have been ingesting it chronically. 

Senator Keravver. Mr. Hoyt, I will address this remark to you. 
I was trying to find the place in your statement where you talk about 
addiction. I find it on page3: 

It was a product which could be used by the practicing physician without 


fear of adverse side effects and which not only acted on the brain center but also 
relaxed muscles. 


Then Dr. Berger, your statement to that effect is on page 4: 


Our statement in various advertisements citing meprobamate as nonaddictive 
or well suited for prolonged therapy is well supported by the literature. 


Now you have these citations. Do you wish to make any comment 
about them ? 

_Dr. Bercer. Yes, sir; I would like to comment on the various pub- 
lications made. I note that the first one was by Dr. Laties and Dr. 
Weiss which comes from Johns Hopkins Hospital. 

You know, of course, that these two gentleman are graduate stu- 
dents of the cortisone expert of this committee, Dr. Lasagna, and this 
was written under his auspices. 
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Now this isnot tothe point. It just occurred to me. 

Senator Kerauver. Are you trying to cast a reflection on Dr. 
Lasagna ? 

Dr. Bercer. I am not. He isa friend of mine and I am very fond 
of him. 

Senator Krravuver. I have found that many doctors rely upon the 
newsletter of which he is one of the publishers. That is his business, 
to study the effects of drugs; isn’t it ? 

Dr. Bercer. Yes, indeed. 

Senator Kerauver. And these two men you speak of are Ph. D’s and 
M.D.’s. 

Dr. Brrorer. Yes; one of them. No; they are both Ph. D.’s. I 
mean to say, Ph. D. means doctor of philosophy. They are not med- 
ically qualified. These two gentlemen have no medical degree and 
are not permitted to practice, and this is the reason why I mentioned 


that this must have been written with the assistance of Dr. Lasagna, [ 
who is a qualified physician, and in whose department these gentle- | 


men work, 

But this is not to the point. 

Senator Kerauver. Suppose we make it clear that this is a review 
of the literature on the subject. 

Dr. Brrcer. Oh, yes. 

Senator Keravver. A critical review of the efficacy of meprobam- 
ate. 

Dr. Brrcer. All I meant to say is that a medical man is best quali- 
fied to consider medical matters, and I mentioned Dr. Lasagna only 
to indicate that these two laymen must have had his assistance. 

Senator Keravuver. They are certainly competent to analyze quo- 
tations from medical literature. 

Dr. Brercer. We want to point out that this publication which 
appeared in June 1958 chose to refer only to 98 references, and did 
not take into consideration the hundreds of publications available 
at the time. 

Another point I would like to make is this: That Dr. Lasagna and 
his graduate students are well known to believe in a certain type of 
what they call double blind control study, which other physicians do 
not believe in, and these gentlemen reject or tend to reject as unproven 
any publication that does not utilize the technique developed by 
Dr. Lasagna. 

Now please let me say at this point that I believe that Dr. Lasagna’s 
method is very sound, and I personally try very hard to persuade 
investigators to use it. I went so far as to approach Dr. Lasagna 
to carry out a controlled study by his method with meprobamate, but 
unfortunately I have not yet succeeded in persuading him to do s0. 
Now perhaps I should read or state for the record that not every- 
body shares my views about Dr. Lasagna’s method of investigation. 

There are many physicians, distinguished physicians, in this coun- 
try and elsewhere who believe that this so-called double blind tech- 
nique should not be used. 

If you will permit me, I will read for the record a very short para- 
graph by a distinguished psychiatrist, Dr. R. W. Wagner, who is 
professor of psychiatry and chairman of the department at the 
University of Michigan at Ann Arbor, Mich. 
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At a meeting at which Dr. Lasagna presented his message, Dr. Wag- 
ner got up and felt that he had to make the following comment which. 
appeared in the Annals of the New York Academy of Sciences, vol- 
ume 67, page 779, and I quote: 

Regarding the double blind testing, I have some doubt about the moral valid- 
ity of trying medications on patients, and about the use of placebos. As a 
reaps fact, I teach my students that it is wrong to use placebos, and I 

18. 

oT do not think medication should be used on a patient unless the medication 
will have, in my opinion, some action. I know we can all be biased and preju- 
diced, and I do not claim to be any less so than anyone else, but I feel that a 
medication should have some value, and I shall not subject a patient to weeks 
and months of discomfort when I can give him some relief from the discomfort 
by using the medication, even if most of the value of the medication is 
psychotherapeutic. 

Senator Kerauver. By double blind you mean that in psychological 
cases, some patients are given just anything, perhaps a bread pill, and 
that does have some effect on them and brings some psychological im- 
provement ¢ 

This is a method by which you try to get at the efficacy of the drug 
itself and not the mere taking of a ebiet: is that right? 

Dr. Bercer. Not quite, sir. 

Senator Keravuver. But it is close to that? 

Dr. Bercer. If there is some difference there—— 

Senator Kerauver. Out of a hundred people, if 10 of them would 
respond to just a bread pill 

r. Bercer. No, there is another feature to it. You give those 
bread pills and tell the patient that you are giving him a drug and 
vice versa, and another feature of the technique is the fact that neither 
the patient nor the investigator should know what is being given. 
But perhaps we have made the point, and if you will permit I will 
comment on the rest of the papers. 

Mr. Cuumpris. Mr. Chairman, at this point I think that the record 
should show two things: One, that Dr. Lasagna is a consultant to this 
subcommittee on this investigation. 

Mr. Dixon. That is not right; he is not a consultant. 

Mr. Cuumprtis. I understand when you introduced him to me, Mr. 
Blair, you told me he was a consultant to this subcommittee and had 
been advising this subcommittee on research. 

Senator Kerauver. Mr. Chumbris, let’s get that straight— 

Mr. Cuumeris, If I am wrong, I apologize, but that is the way Dr. 
Blair introduced him to me. 

Senator Keravver. He puts out a medical letter and naturally we 
talk with anybody who—— 

Mr. Cuumertis. He has been sitting behind this table all during the 
hearings, Mr. Chairman, when he was here. 

Senator Kerauver. We will be glad to have Dr. Berger come and 
sit back here. 

Mr. Cuumprrts. Secondly, Senator Wiley seriously questioned Dr. 
Lasagna as an expert during the steroid hearings, and I think that 
since his name has been brought into the discussion I should mention 
that. But I want to bring up one other point, so we can get this 
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record clear on that point, too. I questioned Dr. Freyhan and I 
started with this when he was commenting on these various advertise. 
ments, and I said: 


Then, Doctor, I had this discussion with Mr. Lasagna when he was discussing 
the steroids. Now you are a doctor and you have a patient that comes before 
you. You know what his problem is, and there is brought to your attention cer. 
tain drugs. Now, you know what is wrong with that particular patient. There. 
fore the doctor as a doctor has a responsibility which he fulfills in determining 
what type of drug he is going to prescribe to his particular patient, as I under- 
stand it. You may have 10 patients. You may have to analyze their problem 
and determine what type of a pill to give to each of those 10 patients. You are 
not just to pick up the American Medical Journal and say, “By golly, Miltown, 
that is the one for my patient.” You are not going to do that. Nor would any 
other qualified physician in the United States whose livelihood depends upon 
how he treats his patients. Is he going to just pick up an advertisement and take 
a look at the statement on it and then say that is it? Are you going to be guided 
100 percent by that advertisement? He is going to have to analyze it, study it, 
study the detailmen that tell him, and then he is going to make his own inde. 
pendent determination. 


And I asked him: 
Is that true? 


Dr. Freyhan said: 

That is absolutely true. I think any responsible physican should have the 
knowledge of any drugs that he prescribes, which is more universal than read- 
ing advertisement pages. 

Now, that was Dr. Freyhan’s analysis of how you evaluate adver- 
tising in a magazine, how you analyze the various articles that you 
read and how you treat the patient as to what drug or how he should 


take certain drugs. I think that that should sort of get us back into 
focus as to how these various types of advertising are analyzed by 
each doctor who treats a cpemg 

] 


Senator Keravver. All right, proceed, Dr. Berger. 

Mr. Drxon. Mr. Chairman, before Dr. Berger proceeds, you have 
been talking about Dr, Lasagn# and these two Ph. D.’s. The other 
exhibits that were offered here were written by M.D.’s. 

Dr. Beroer. That is correct, sir; yes. 

Mr. Drxon. And they substantiate what is in the article, that was 
written by the Ph. D.’s. Will you comment on that ? 

Senator Keravver. I think it should be pointed out also that the 
review of the literature on the subject, as you see by the copy you have, 
was undertaken by a grant from the U.S. Public Health Service. 

Dr. Brercrer. Yes. Of course, this did not give medical qualifications 
to the two reviewers. 

Senator Keravver. Apparently they won’t give it to irresponsible 
people, but to those who would make a careful review of the literature 
on the subject. 

Dr. Beroer. Sir, I never claimed that they were irresponsible, 

Senator Keravver. All right. 

Dr. Brrcrr. Sir, there were four papers offered in evidence. Three 
of them were papers by Drs. Ewing, Haislip, and their associates, and 
the others were by others. Perhaps you would permit me to comment 
on those by Ewing and Haislip first. These papers, their papers, 
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were published in 1958 and 1957, I believe. Anyhow, in November 
1959 another paper appeared by these same gentlemen. As they men- 
tion in the publication you have quoted, they have continued the 
research work with meprobamate. In each of their papers, particu- 
larly the one in the New England Journal of Medicine, they state 
that they will continue and sort things out, because they recognize 
that it is not easy to establish the habit-forming - erties of a drug. 
And they have now published another paper in the American Practi- 
tioner and Digest of Treatment, volume 10, page 1961, which ap- 
red in November 1959, which is entitled “Further Controlled 

Bendies of Meprobamate.” 

Now, in this instance, these gentlemen—— 

Senator Keravuver. That will be exhibit 143. 

oe No. 143 may be found on P 9601.) 

. Bercrer. Decided that they will adopt Dr. Lasagna’s method of 
double-blinded studies, and they have, and they have now found that 
if these studies are followed and meprobamate is used as recom- 
mended, no addiction and no habituation occurs, and no withdrawal 
symptoms will be observed. May I quote from their conclusions? 


In conclusion, we must reaffirm the earlier expressed belief of Haislip and 
Ewing that meprobamate— 


and so on— 


has advantages over the barbiturates. Clearly, this is a safer medication and 
has no great tendency to provoke habituation. If dosage is kept to the recom- 
mended level, very few people seem to show withdrawal discomfort. 


At this point, I would like to very briefly quote their results. They 


had a series of patients there who for 6 months or so received one or 
two tablets twice a day, and without anybody knowing it meproba- 
mate was interchanged for placebo tablets. In another group of pa- 
tients, according to Dr. Lasagna’s advice, they started with placebo 
tablets and without anybody knowing it they gave them meprobamate. 
Then they suddenly withdrew to observe the withdrawal symptoms 
or convulsions, or whatever there may be, and all this was done 
exactly according to Dr. Lasagna’s requirements, in which neither 
the patient nor the investigator nor the nurses who kept the records 
knew who was getting what. 

The code was broken only after all results were recorded, and, 
mind you, withdrawal symptoms occurred. They were mild ones, 
a mild ones, but they did occur. And they find that patients who 
had placeboes, that is bread pills or sugar pills, in these patients there 
were five instances of withdrawal symptoms. But patients who had 
meprobamate and were withdrawn, in those only four instances of 
withdrawal symptoms occurred. I think this proves very clearly—— 

Senator Keravuver. You quote this as authority four instances of 
withdrawal symptoms? That is far afield from what Mr. Hoyt has 
said and you have said, that the product could be used without fear 
of adverse side effects. 


85621—60—pt. 16-17 
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Dr. Brrcerr. Sir, what this paper says is that the incidence of with- 
drawal symptoms after wabecen of bread pills is greater than the 
incidence of withdrawal symptoms after withdrawal of meprobamate, 
This is what the paper says. This is a matter of record. 

Senator Krerauver. The paper also put some conditions as to side 
effects, if properly used, and so forth. But while you are discussing 
this, do you have confidence in the Medical Letter ? 

Dr. Bercer. Mr. Chairman, may I please just say that this paper, 
for the record, is written by the same authors that in the other papers 
claimed habituation. And in the previous papers they observed this 
habituation and withdrawal symptoms after administration of exces- 
sively large doses which were very much over the dosage level rec- 
ommended or used by physicians. Now, I still have a comment on the 
paper by Dr. Essig, who observed convulsions in dogs, as you men- 
tioned, and I wanted to put on the record, the dose, the amount that 
this dog received daily for 4 to 6 months. 

The amount was 8.8 grams. This is 22 tablets for a dog for 4 to 6 
months every day. 

Now, you know that the average dog—the weight of this dog is not 
given, but it was certainly no more than 10 or 20 kilos, whereas the F 
average human being will weigh 60 or 70 kilos. So these dogs re- | 
ceived 24 tablets. That would correspond to more than 100 tabletsa — 
day to a human being for every day for 4 to 6 months. . 

Now, let me say that this amount of salt would kill human beings, | 
and it is very surprising that meprobamate in these excessive doses | 
given for pe a long period of time produced nothing else but a with- 
drawal convulsion when suddenly discontinued. 

Senator Keravuver. Dr. Berger, do you have confidence in the Amer- 
ican Medical Association’s Council on Drugs? 

Dr. Bercrr. Yes, indeed I do. 

Senator Kerauver. Do you think they know what they are doing? 

Dr. Brererr. Sir, this is a generalized statement. This council has 
on its board more than 12 people, and some of them are great experts. | 
Others are young fellows who are being broken in. And it is dif- 
ficult to make such a generalized statement. 

Senator Kerauver. Here is what was said by the American Medical 
Association Council on Drugs: This is from page 7164, Journal of 
American Medical Association, 1957. 

Dr. Bereer. Could I see this ? 

Senator Kerauver. Let me read it: 


Meprobamate is capable of producing a rather wide variety of side effects and | 


untoward reactions. Dermal manifestations have included urticaria and diffuse , 


maculopapular and erythematous skin rash, often accompanied by intense © 


pruritus. Shaking chills and fever may also occur. Some patients have ex- 7 
perienced these allergic reactions after single oral doses of as little as 04 
grams. 

We will make that quotation an exhibit. 

(The quotation referred to may be found in exhibit No. 122 on 
p. 9507.) 
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Senator Kreravuver. Don’t you think in view of what the American 
Medical Association Council on Drugs and what a good many others 
have said, that you ought to have at least some warning on your 
advertising ? 

Dr. Berger. Sir, there is some error here. The document I was 
handed is a medical letter. 

Senator Keravver. It is a quotation in the medical letter from the 
Journal of the American Medical Association, by the A.M.A. Council 
on Drugs. Yes, it is part of the medical letter. It is a quotation. 

Dr. Berger. I am sorry. Would you show me where this is? 

Senator Kerauver. He will come around and show it to you. 

Dr. Brercrer. Oh, I see. This is a quotation from the Journal of 
the American Medication Association Council on Drugs, which ap- 

ared in 1957, and it refers to an article in which some side effects 

ave been quoted. Now, it refers to dermal manifestations including 
urticaria. 

This paper then state that meprobamate is capable of producing 
allergic reactions. That is true, and I have data with me showing the 
incidence of reactions. 

Senator Kerauver. Why don’t you put it in your advertising? 

Dr. Bercer. We want our advertising to be reasonable, and the 
incidence of these allergic reactions is so low that it appears excep- 
tional for them to occur. 

For instance, from data we have, it appears that this incidence is 
lower than 1 case in 400,000 patients treated for maculopapular, 
which is many hundred times lower than, say, the incidence of such 
reactions to aspirin. 

Senator Keravuver. I doubt that the council would have a quota- 
tion of that kind with such a low rate. Read the quotation again. 

Dr. Brercer. This is for the record. This just says that these reac- 
tions occur. 

Senator Kerauver. Read the quotation again, I think we all have 
confidence in the American Medical Association Council on Drugs. 

Dr. Bercer. We do, indeed. 

Senator Krrauver. It is the great medical association of this coun- 
try. Read it out loud so we can all hear what they say. 

Dr. Berger (reading) : 

Meprobamate is capable of producing a rather wide variety of side effects 
and untoward reactions * * * Dermal manifestations have included urticaria 
and diffuse maculopapular and erythematous skin rash, often accompanied by 
intense pruritus. 

Senator Kerauver. Equanil is the same as Miltown and is bought 
from Carter. In their advertising on that drug, to their credit, they 
do give notice of side effects and the necessity of using the product 
carefully and under caution. We will put this in the record. 

he material referred to, exhibits 144-145, may be found on 
p. 9605.) 

Mr. Buarre. It reads: 
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Caution. Transient drowsiness will occur in some patients. Rarely allergic 
reactions have been reported. In instances of allergy, Equanil should be dis- 
continued and not reinstituted. Careful supervision of dose and amounts pre 
scribed for patients, especially those with known propensity for taking excessive 
amounts of drugs, is advised. Use by patients such as former alcoholics and 
severe psychoneurotics can result in severe dependence on the drug. 

Senator Kerauver. Why don’t you say something like that? 

Dr. Bercrer. We do, sir; we do. 

Senator Keravver. We examined your comparable advertising to 
this drug and you said no side effects and well suited for prolonged 
therapy. Now you and Mr. Hoyt come in today and repeat the adver- 
tisement you used in the beginning of your promotion of Miltown. 
Mr. Hoyt says on page 3, “Without Sour of adverse side effects.” And 
you say your various advertising of nonaddiction, and so forth, are 
well supported. This is a serious problem. Five hundred tons of 
your drug were produced last year. 

Dr. Bercer. Sir, this problem is regulated by the Food and Drug 
Administration, and the regulations on it are as follows; that you have 
to inform the doctors fully about the side effects, and we do that 
several times a year by mailing to them not only the physician manual 
which I have mentioned, but other material containing all possible 
side effects. 

It is also a fact that it is not required to put side effects in one 
page advertisements of drugs which are recognized to be not very 
toxic, because it becomes an impossibility. It cannot be done fairly. 
We note incidence of side effects with meprobamate is exceedingly 
low. Allergic reactions will occur with any substance. They do not 
depend on the substance. They depend on the individual. It is 
form of hay fever. Hay fever is an allergic reaction. You mustn't 
blame the pollen for it. You blame the individual who reacts in an 
abnormal way. 

Senator Keravver. I don’t think we can assume that every person 
who is going to take a Miltown fs a normal person. Everybody has 
some idiosyncrasy in his medical makeup. The question is, Why 
don’t you put some warning in your advertisements? ; 

Dr. Berecer. Mr. Chairman, I believe in doing not what Weiss 
does, but what is right, and I believe that our advertisement is right. 
I discussed this with the Food and Drug Administration, and we are 
making several mailings every year giving extensive review of all the 
side effects, and I honestly do not think that it is appropriate to 
mention side effects that are not primarily due to the drug, but are 
due to abnormal reactivity of the individual in every one-page ad 
whose first purpose is to remind the physician of the existence of this 
substance. 

Mr. Cuumeris. Dr. Berger, Mr. Kittrie awhile ago referred to your 
precaution on page 79 in your “Physician Reference Manual 50 Edi- 
tion,” Miltown with a tranquilizer muscle relaxant. Besides this, you 
say you have two mailings a year that you send to the doctors, is that 
correct? Did you mention that? 

Dr. Brercrer. We have at least two that will mention side effects, but 
there may be more. 
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Mr. Cuumepris. There may be more? 

Dr. Bercrr. Yes. 

Mr. Cuumeris. Do you have any of them that you can submit for 
the record ? 

Dr. Bereer. I am sure we must have them here. I have asked some- 
body to get them and they will be produced in a second. 

Mr. Cuumpris. Aside from this physician reference manual and the 
material that you mail two or three times a year to the physicians 
to remind them of the side effects and so forth, what other data do you 
have for the information of the physician ? 

Dr. Brercrer. We also mail a basic brochure which gives all the 
eae and side effects of the drug, and which is a document filed 
with the Food and Drug Administration. 

Mr. Cuumpris. Is that brochure something like the brochure that 
Dr. Blair just referred to? 

Dr. Buercer. It may not be as careful, but it is of that kind; yes. 

Senator Keravver. All right, sir. 

Mr. Dixon. Dr. Berger, do you have confidence in the World Health 
Organization’s Expert Committee on Addiction-Producing Drugs? 

Dr. Berrcer. I know Dr. Bovaise there and I certainly have confi- 
dence in him. It is so difficult to make these generalized statements. 
If you would read to me the members of the organization, I would be 
ina better position to answer your question. 

Mr. Dixon. The members are Drs. N. B. Eddy-—— 

Dr. Bercrr. Yes; I certainly have confidence in him. 

Mr. Drxon. Dr. L. Goldberg, Dr. G. Joachimoglu, Dr. J. LaBarre, 


Dr. B. Lorenzo Velazquez, Dr. T. Masaki, Mr. icholls, and Dr. P. 


Pernambuco Filho. Da 

Mr. Chairman, I would like this to be marked “Exhibit 146.” 

Senator Keravuver. Let it be so marked. 

(Exhibit No. 146 may be found on p. 9607. 

Mr. Drxon. In this document, which is the Seventh Report of the 
Expert Committee on Sa anieeeaee Drugs, 1957, under 
“tranquilizing” drugs, on page 10, this is stated : 

The Committee’s attention was drawn to the very rapidly increasing use of 
those agents which are being described as “tranquilizers” and “ataraxics.” 
The Committee believed that these substances, diverse in their chemical char- 
acteristics but similar in their central sedative action, must be classed as 
potentially habit forming. In addition, some evidence has been presented that, 
under conditions of excessive use, a characteristic withdrawal syndrome can 
appear. In this respect, the “tranquilizers” and “ataraxics” resemble the bar- 
biturates and should be subjected to national control. Their continuing clinical 


use should be followed very closely for an eventual evaluation of their relation 
to public safety. 


_ In exhibit 140, the article by Drs. pani and Ewing, reference 
18 made to this report I have just read from. It says: 


The Hxpert Committee on Drugs Liable to Produce Addiction of the World 
Health Organization has recently revised its definition of addiction-producing 
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and habit-forming drugs. The rapidly increasing use of tranquilizers has be. 
come a cause for concern in a number of countries, and the experts believe that 
these drugs must be classified as potentially habit forming. 


Also, on page 6 of your statement you made reference to testimony 
by Dr. F, J. ee Jr., before the Blatnik committee. Dr. Ayd wrote 
an article published in the Academy of General Practice, the Seventh 
Annual Scientific Assembly, September 18, 1957, at Columbus, Ohio, 
entitled “The Art of Treatment With Tranquilizing Drugs.” On 
page 11 of that article, the doctor whom you referred to had this 
to say: 


Originally heralded as a safe drug free from harmful side effects, it is now 
well known that Miltown is not an innocuous compound. There have been 
reports of serious allergic reactions, purpura, drowsiness, gastrointestinal re 
actions, convulsions, and potential addiction to it. Admittedly these have been 
infrequent nevertheless, Miltown should be administered with the utmost 
discretion particularly to patients with an allergic history, grand-mal epilepsy, 
or compulsive drinking. If a patient has once had an allergic dermatitis from 
Miltown he should never be given this drug again. 


That was written by the doctor whom you referred to in support 
of your statement. The Expert Committee on Addiction-Producing — 


Drugs of the World Health Organization also has recommended 


classifying this as a habit-forming drug. Do you wish to comment 


on either of those statements ? 


Dr. Berger. I do indeed. Both statements you have presented were : 
printed in 1957, and probably delivered during 1956, which is a long | 


time ago, which was just at the beginning of Miltown, which was in- 
troduced in the second half of 1955, and at that time relatively little 
knowledge was available. Drs. Ewing and Haislip, as you remember, 
have observed habituation and published on it dering 1956, and it 
took them until November 1959 to find out that meprobamate if prop- 
erly used has no addictivability. The Committee on Narcotics of the 
World Health Organization does not carry out any research work. 
All they have done in the publication from which you quoted was to 
review the literature, and what is more, they did not claim that 
meprobamate is the only habit-forming transquilizer. 


hey stated quite clearly that all tranquilizers of diverse structure | 


can produce habituation. 

Now, it is now established beyond doubt that that is not so, which 
doesn’t mean to say that the World Health Organization is no good. 
But we all have to change our views, as Senator Dirksen said, in view 
of the facts, stubborn irresistible facts, and this is what has been hap- 
pening. The people or the quotation which you presented, were made 
at a time when relatively little was known. Now, these people now 
know better. The quote of Dr. Ayd is a later quote. 

Since he made the statement h 
himself personally, apparently, and that must be the reason, and I 


have not discussed this with him, for changing his opinion and to | 
testify inthe manner I have mentioned to the Blatnik committee. 

Mr. Drxon. Mr. Chairman, to keep abreast of the record, Dr. Ayd’s 
article should be exhibit 147. 
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Senator Keravver. It will be so marked. 

Exhibit No. 147 may be found on p. 9622. 

enator Kerauver. As I recall, in the advertisement by your com- 
pany on Miltown in 1957 at the time all of this developed, it looks to 
me as a very substantial and highly respected physician is making 
examinations and talking about addiction, during that time you were 
very emphatic that there were no habit forming and no addictive 
problems with = drug. 

Dr. Bercer. Yes, sir, I had the privilege of working with this sub- 
stance longer than anybody else, and I was of that opinion, and I am 
happy to say that history has sustained my views. 

Senator EFAUVER. Here is a memorandum from you to Mr. Hoyt, 
dated May 22, 1957. I will read part of it and then I will hand it to 
you for comment. 

The Oklahoma study relating to addiction has shown that the two cases 
that suffered convulsions on withdrawal of meprobamate given in large doses 
for 40 days had previous histories of convulsions. Repeat administration to the 
same patients with gradual withdrawal over 5 days did not produce convulsions 


inany. Wyeth will take care of early publication of this study probably in the 
American Journal of Medical Sciences. 


Then under paragraph No. 4: 


To counteract the editorial on the habituation to meprobamate which appeared 
in the GP— 


that is, the General Practitioner magazine— 


Wyeth will arrange for letters to the editor to be published in the GP written 
by Drs. Sainz ‘and Merliss. 

Just tell us what that means, that Wyeth is going to arrange letters 
to the editor? 

Dr. Bercrr. This means the following, Mr. Chairman—— 

Senator Keravuver. That will be 148. 
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Senator Kerauver. There was an editorial in the General Practi- 
tioner that meprobamate was habit forming ? 

Dr. Bercer. Yes. 

Senator Krerauver. And this was a meeting to decide what to do 
about it? The meeting was held in New Brunswick, with C. Kern, Dr, 
Shaw, C. O. Hoyt and Dr. Berger attending. Were the people from 
Wyeth there, Doctor? 

Dr. Brrcer. That is right. 

Senator Kerauver. Which ones from Wyeth? 

Dr. Brrcrer. Mr. Kern is from Wyeth and Dan Shaw is the assist- 
ant medical director of Wyeth. 

Senator Keravuver. Your attention has been called to this test in 
Oklahoma and to the editorial in the General Practitioner. Are you 
going to arrange to get some letters written to counteract this edi- 
torial? What does that mean ? 

Dr. Bercer. This is what it means. Dr. Shaw reported to me that 


cal 


I suggested to them that these patients should be properly examined 
that meprobamate is not necessarily the cause of the convulsions, an 
that one can establish with certitude whether it is due to epilepsy 
or not, and I asked them to take brain wave records, and they have. 
And these patients had abnormal brain waves, indicating that they 
were suffering from a form of epilepsy. So it was not due to mepro- 
bamate. Their convulsions must have been due to brain damage. 

Mr. Drxon. Dr. Berger, you made mention of the fact as I under- 
stood your testimony, that there has been some changed testimony on 
the use of meprobamate. I would like to have this article marked as 
“Exhibit 149,” Mr. Chairman. It appeared in the publication “The 
Archives of Neurology and Psychology” in 1956, and is entitled 
“Habit-Forming Properties of Meprobamate.” The author is Fred- 
erick Lemere, M.D., Seattle. 

Senator Keravver. It will be so marked. 

(Exhibit No. 149 may be found on p. 9627.) 

Mr. Drxon. I will read only this one paragraph here: 


The increasing demand for meprobamate (Miltown or Equanil) medication by | 
the general public is without parallel in modern pharmacological history and | 
has been the subject of much lay editorial comment. The manufacturing of | 
tranqualizing drugs has become big business, and there is even talk of selling | 


meprobamate over the counter without a prescription. 

Because of this, and because meprobamate has been advertised as being non- 
habit-forming, I would like to modify a preliminary report in which I also stated 
that meprobamate was not habit forming. Further clinical experience has con- 
vinced me that this is by no means always the case and that a few patients do 
form a harmful habit for this drug. 


That doctor changed his mind as early as 1956. 


only recently Dr. Sainz and another doctor whose name I cannot re- 
i reported to him that he has been using meprobamate in large | 
doses for prolonged periods of time, and never has seen any signs of [ 
addiction or habituation. So I told him, “For Lord’s sake, why don’t | 
you tell him to publish on it?” That is exactly the meaning of this. 7 
Now you have, prior to this, in the first part of the memorandum, 
_ have mentioned two patients who showed convulsions in a study. | 
ow, I also discussed that study with representatives of Wyeth be- | 
cause I didn’t know Dr. Shaw and didn’t feel like going to Oklahoma. | 
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Mr. Chairman, the latest thing that we have been able to find out 
that has been prepared on meprobamate—and about to be published— 
I would like to have marked as “Exhibit 150.” 

(Exhibit No. 150 may be found on p. 9629.) 

Mr. Dixon. It is to Shee in Clinical Neurology, 3 volumes, 
edited by A. B. Baker, M.D., Paul B. Hoeber, Inc., New York, 1959 
or 1960. It has to do with drug addiction and it was written by Dr. 
Abraham Wikler. 

Mr. Hanaway. Do you have a copy of that, Mr. Dixon? 

Mr. Dixon. I will pass it to you. 

Dr. Wikler is with the U.S. Public Health Service, the National 
Institute of Mental Health, at the drug addiction research center in 
Lexington, Ky. I will read only the last paragraph of this chapter: 


From these data— 
which he has set forth in the first two pages of the article— 


it appears that the “threshold” dose level for the occurrence of meprobamate 
abstinence phenomena lies somewhere between 1.2 grams and 3.2 grams daily. 


I understand that is between three and eight pills— 


and that administration of meprobamate should be attended by use of the same 
precautions that apply to barbiturates. This includes not only gradual reduc- 
tion rather than abrupt withdrawal of the drug, but also due regard for the 
proper medical and psychiatric indications for its prescription and continuation. 


Dr. Bercer. First of all, sir, I am not sure about the propriety of 
quoting unpublished material. This is something that is available to 
the committee but is not available to us, and this is certainly not any- 
thing that is usually done, and I would like to put that on the record. 

Mr. Dixon. I am going to pass this article to you. As I have said, 
itis going to be published. It has been said here that one thing wrong 
with published articles is that some times they are published 2 years 
after they are written. Now we are giving you the benefit of this 
publication and ask for your comment on it. 

Dr. Berger. Of course, sir, I have any number of unpublished 
papers, and I wouldn’t dare to quote them anywhere. Not all that is 
submitted is published. But this is not to the point. 

Senator Krerauver. Anyway this is their opinion. These people 
have had a great deal of experience. 

Dr. Bercer. Yes. Now these people had a lot of experience, and 
they have investigated the habit-torming propensity of meprobamate, 
and I have a letter from them, from the superior of Dr. Wikler, 
stating clearly that tested by the usual and accepted method of the 
pentucky Addiction Center, meprobamate is definitely not. habit- 

orming. 

I would be glad to send you a copy of that letter. 

Senator Kerauver. Suppose you send a copy of it. 

Dr. Bercer. Now I also would like to comment on the editorial 
remarks by Dr. Lemere published in 1956, 

That referred to psychopathic individuals. It was not ap arent 
from your quote, but if you read on, you will note that this addiction 


habituation was observed in patients who have been previously ad- 
dicted to morphine and other addicting drugs. 

Mr. Cuumenis. Dr. Berger, I like to look at these things, from 
reality and practicality. Dr. Brill, who was on the stand last Friday, 
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‘and he was asked about addiction in the meprobomate field, and he 
stated as follows. Senator, you were out of the room so I think you 
might be interested in this: 

I interject at this point. Dr. Brill testified that if a patient is in 
the hospital, it costs the State 1,600 and some dollars, 

I think he used the round figure of 1,500 but I believe $1,618 is the 
exact, figure. But if the patient is out of the hospital and the State 
furnishes them the meprobamates, it only costs the State $50 a year. 
So _ can see from a practical point of view this dollars and cents 
to the taxpayers of the respective States. I will repeat that. 

Well, there are two points that I want to touch on because they are important 
tous. We have used all the commonly known drugs. 

We have many problems with them and many side reactions. Addiction 
and habituation has not been a significant problem, and we have treated many 
thousands of cases, perhaps a hundred thousand cases. As has been pointed out, 
when large doses of certain substances, among them meprobamate, when very 
large doses are used and suddenly withdrawn, symptoms and serious symptoms 
develop. But addiction in the sense that the individual begins to ask for 
larger and larger doses or ‘that the individual develops a sense of euphoria and 
well-being, this type of addiction we have not seen in our material, and I speak 
now strictly from the material in the New York State Mental Hospitals. 


Dr. Blair questioned. This is Dr. Blair: 


Doctor, in that connection I just want to observe that Dr. Lehmann and Dr. 
Freyhan both pointed out that addiction is not likely to develop in the more 
potent tranquilizers Thorazine and Compazine because of the unfavorable med- 
ical reaction upon the patients, so apparently their comments insofar as addiction 
is concerned related primarily to meprobamate— 


and this is Dr. Brill: 


I refer to meprobamate which is used to a considerable degree for its minor 
value in mental hospitals. 

Now let’s say—you objected earlier in your statement that this is 
not the forum to discuss the efficacy of certain drugs. 

Now let’s say the material that gets out to the public is damagie 
to Miltown and other meprobamates. What will we have in substi- 
tution to take care of these patients that Dr. Brill states that he can 
take care of on $50 a year whereas the State mental institutions have 
to take care of them for $1,618 a year, if we don’t look at this problem 
from a practical point of view ? 

You pointed out that in one type of side effect there was only one 
casé found in 400,000. Do you have documentation for that? 

Dr. Brrcer. Yes. 

Mr. Cuumpris. Would you furnish it for the subcommittee ? 

Dr. Brercer. Yes. 

Mr. Cuumenrts. Because it is diametrically opposed to the paragraph 
that was quoted from that newsletter of the American Medical 
Association. 

Senator Keravuver. That was from the American Medical Asso- 
ciation Council on Drugs. 

We must close but I want to point this out. This is important for 
the public and for the Congress and the physician because this material 
is used in connection with the promotion and sale of the meprobamate 
product, Miltown. 

Mr. Cuumpris. But the Physician’s Manual, Senator, distinctly 
points out the side effects and what the doctors should be cautioned on, 
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Senator Kerauver. They have been selling this for a long time 
before this book came out. 

Dr. Bercrr. This isthe fifth edition. I’msorry, Mr. Chairman. 

Senator Kerauver. Anyway the advertisement—— 

Dr. Brercrr. We have an edition every year. We started with this 
at the very beginning. 

Senator Keravuver. The advertising that you have been sending to 
the physician over a period of years have stated there are no side 
effects. 

Dr. Bercrr. A substantial number of these advertisements as I 
stated have stated side effects. 

Senator Kerauver. The Library of Congress survey speaks for 
itself. It shows your ads have never stated any side effects. No side 
eflects have ever been mentioned. 

On the other hand, it was stated explicitly in the literature adver- 
tising that you sent through the mail to doctors and to the medical 
journals that there weren’t any. 

Mr. Cuumpris. Dr. Freyhan and Dr. Lehmann specifically stated 
Senator, that no doctor should take the advertisement in the journal 
by itself nor should he take the literature by itself, but he should judge 
iton what his patient needs. 

Senator Kerauver. Dr. Freyhan and Dr, Lehmann said physicians 
specializing in other lines had to consider all of this, oan it might 
create some impression on them. It is sent out for the purpose of 
creating an impression, of selling the doctor. We do find it has in- 
creased the amount of sales. This is important to this committee and 
to the Congress for another reason, that there seems to be sort of a 
twilight zone of lack of authority as to what is in the advertisements 
sent to the doctors. To me it is just as important that a physician 
be given accurate notice in being told of bad effects such as convulsions 
and side effects such as habit-forming tendencies as to state the positive 
benefits that the drug may give. 

_We need to look into the enforcement of the advertising regula- 
tions either in the Food and Drug Administration or the Federal 
Trade Commission, perhaps to strengthen them, or give them more 
funds for enforcement, but we must make sure under whose jurisdic- 
tion this comes. 

Another important factor—and this will be brought out later—is 
that the sale o meprobamate has reach phenomenal proportions. For 
instance, information furnished to us is that in the United States alone 
nearly 500 tons of meprobamate were produced in 1958. This is 
enough powder to produce 1,400 million gram tablets. This in turn 
18 mong to give wae adult male in the United States 40 hours a 
week of medication of this drug. The price of 1 billion tablets as pack- 
aged and marketed today would be $65 million to the druggist, and a 
very much larger amount, of course, to the consumer. This isa tremen- 

ous business and it is a widespread social problem. This is a problem 
where everybody has a responsibility, including pharmaceutical 

ouses. We receive many letters from cutee complaining about this 
advertising and about the general problem, 

I really can’t see any justification for it even if there is a dispute 
among doctors. 


ven you, Dr. Berger, admit that it might result in side effects to 
some patients. 
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I can’t see how you or Mr. Hoyt justify mentioning in your state- 
ments today that there is no fear of side effects, that there are no ad- 
verse side effects, in view of the advertising citing that meprobamate [| } 
may be addictive, which is well supported by medical literature. t 

I think at the very least there is a question about it and you should | , 
give some cautionary warnings like Wyeth does, on the same product, Fy 

We will stand in recess until 2 :45 this afternoon. 

(Whereupon, at 1:10 p.m. a recess was taken until 2:45 p.m.) t 


AFTERNOON SESSION i ¢ 


Senator Krrauver. The committee will come to order. We will} , 
move along as rapidly as wecan. Mr. Dixon? I 4 
Mr. Dixon. Mr. Hoyt, you said in your statement that Carter Prod. F 
ucts, Inc., is the holder of the patent to manufacture meprobamate. 
This patent was issued November 22, 1955, and its number is 2,724,720, § 
Mr. Chairman, I suggest for the record that this be made exhibit 
151. 3 
Senator Keravuver. Let it be made exhibit 151.  ?P 
(Exhibit No. 151 may be found on p. 9635. 
Mr. Dixon. We are correct in understanding, aren’t we, Mr. Hoyt, © 
that the identical product to Miltown, that the American Home Prod- © ¥ 
ucts Corp. manufactures under a license that you entered into with 7 th 
them, is called Equanil ? SG 
Mr. Horr. That is correct. : 
Mr. Dixon. Mr. Chairman, I would suggest that this license agree | 
ment dated the 5th day of December 1955, between Carter Products, | 
Inc., and American Home Products Corp. be made exhibit 152. 
Senator Keravver. That will be made exhibit 152. 
(Exhibit No. 152 may be found on p. 9637.) ; 
Mr. Drxon. Mr. Hoyt, it is true, isn’t it, that through its Wyeth | 
Division, American Home Products Corp. sells more meprobamate f 
tablets than does Carter? * 
Mr. Hoyt. That is correct. . 
Mr. Drxon. Mr. Chairman, according to Standard & Poore’s In- 7 b 
dustry Survey, which I believe is already in the record, it was esti-f ”" 
mated that the annual sales of Equanil at the manufacturer’s level f 
run to between $35 and $40 million, whereas the annual sales of Mil-[ 
town are about $15 million. i; 
How would you explain the fact that American Home Products|) 
sells more of the identical product than Carter sells, since you are tht)” \ 
patent holders? 2 
Mr. Horr. The American Home Products Wyeth Division has bea) 
in the ethical drug business for a great many years, and they have 
reputation among doctors, and doctors I think prescribe the products 
made by a reputable manufacturer. We have only been in this ethical / 
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drug business for a very short time. t 
Mr. Drxon. You don’t have detail men, do you? . 
Mr. Horr. No; we do not. : 
Mr. Drxon. It is true that they have approximately about 900. | 
Mr. Hoyt. I don’t know how many they have. 

Mr. Drxon. You do know that they employ detail men ? 
Mr. Horr. That is correct. Ww 
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Senator Keravuver. I think Standard & Poor says they have 900. 

Mr. Drxon. Yes. In other words, would it be fair to assume that 
because they have this large sales force, and this established practice, 
that they would be able to sell a identical product to yours in the 
amount that I have just stated here, between $35 million and $40 
million as compared to your $15 million. 

Mr. Hoyt. No; I think the deciding factor is that Wallace Labora- 
tories was not well known among the doctors, and Wyeth had a whole 
line of well-known products, and I thing that is the thing that de- 
cided the difference in the sales. 

Mr. Dixon. Referring to the agreement that Carter entered into 
with American Home, I note that in paragraph 1 Carter granted 
to American Home the right to use ak sell but not to manufacture 
meprobamate in the United States and the foreign countries specified 
in schedule A. 

Why did you limit them to that restriction, sir? 

Mr. Hoyt. Well, we felt meprobamate was a very valuable com- 
pound, and we wanted to assure ourselves that it was made according 
to our specifications at all times. Therefore, we subcontracted with 
outside firms to make it. It is delivered toour plant. It is as said and 
we can stop dealing with these small suppliers any time we see fit. 

Mr. Drxon. I also notice in this agreement that there is provided 
that American Home can sell the product only as a single drug, and 
“not in combination with another or other drugs in the same product 
except as to combinations of ‘meprobamate’ with patented products 
now or hereafter owned by American Home or now and hereafter 
licensed to American Home by a license which is exclusive save for 
the licensor.” 

In other words, they can only manufacture it as meprobamate or 
ina combination with some product that is protected by the patentor ? 

Senator Keravuver. Is that correct ? 

Mr. Horr. That is correct. 

Mr. Drxon. I also understand from this license agreement that 
a Home is specifically prohibited from selling to others in 

ULL ¢ 

Mr. Hoyt. That is correct. i 

Mr. Dixon. Why did you restrict them not to sell it in bulk? 

Mr. Horr. Well, we had a restriction about selling in bulk because 
we wanted to be sure that combinations would not be brought out un- 
less they had therapeutic value, and we had the right to pass on them. 
And also we did not want the powder to get into hands of firms which 

were not of good reputation. In other words, we wanted to be sure 
that meprobamate was handled properly with due care. 

Mr. Drxon. Since this product was introduced in late 1955, I be- 
lieve that the price to the druggist has remained constant ? 

Mr. Horr. That is correct. 

Mr. Drxon. Is that correct ? 

Mr. Horr. That is correct ; the wholesaler. 

Senator Knrauver. That is as true for Wyeth as it is for Carter? 

Mr. Hanaway. We don’t agree to that. 

Mr. Hoyr. I didn’t quite hear that last question. 

Senator Keravver. I see by the table here that your price and 
Wyeth’s price of Equanil have been the same since the product was 
introduced, 
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Mr. Hoyt. Our price is $2.60 to the wholesaler. It has remained 
the same. We have have not increased the price. And I believe that 
the Wyeth wholesale price is the same. I think there is a difference, 
though. I think Wyeth sells retailers. 

Senator Kuravver. The druggist seems to pay $3.25 in either case! 

Mr. Hoyt. That is correct. 

Mr. Drxon. We understand also from the information which you 
have submitted to us, Mr. Hoyt, that you do not manufacture me- 
probamate, but that you have it manufactured for you? 

Mr. Hoyt. That is correct. The manufacture of meprobamate is 
a difficult process. It requires a hydrogenation step. 

We are not equipped to do that, so I subcontracted it for outside 
manufacture. Now we have done that on our other products, too, 
because we happen to believe in subcontracting. 

Mr. Dixon. Mr. Chairman, we have secured from the Carter Co. 
their purchases of meprobamate for the year 1958. I would like to | 
have that marked as “Exhibit 153.” 

Senator Keravuver. Very well. 

(Exhibit No. 153 may be found on p. 9656.) 

Mr. Dixon. Mr. Chairman, illustrative of the prices and the 
amounts of meprobamate which Carter purchased, in January 1958 
they purchased from Abbott 7,248 pounds at a unit cost of $5.25 per 
pound for the amount of $38,052.01. From Greeff, they purchased 
10,500 _— at the unit price of $5.50 in the amount of $57,750. 
From New York Quinine they purchased 5,980 pounds at the unit 
price of $5.70, total amount $34,086. From Trubek they purchased 
15,000 pounds at the unit price of $5.25 per pound, the total amount 
$78,750. From Millmaster they purchased 35,560 pounds, unit price 
$4.75, total amount $168,910. From Food Machinery Corp. they pur- 
chased 10,250 pounds at the unit cost per pound of $5.10, total amount 
$52,275. For the whole year, from all these suppliers, the average 
cost was $4.77 per nd. ° 

Mr. Hanaway. What page are you reading from? 

Mr. Drxon. I am reading from a thermofax copy of what you sup- 
plied to us. 

Mr. Hanaway. What is the date? 

Mr. Drxon. It is headed “Carter Products, Inc., Quantity and Price 
of Meprobamate Powder Purchased, January 1, 1958-December 3, 
1958.’ 

There are several sheets to the document, but the purchases are set 
out by months. This is a copy of what you submitted. 

The average price I mentioned is computed from the various pur- 
chases that you made. In other words, they range from $5.70 down 
to $4.75, and even lower in different months; but the average price 
that you paid, according to our computation, was $4.77 per pound. 

Mr. Chairman, I have from Carter’s files an exhibit which I would 
like to have marked “Exhibit 154.” It reflects the average price at 
which Carter sold meprobamate to Ayerst, Lederle, Wyeth, Mer 
and Eliott-Marion Co., Ltd. As I understand it, these were all o 
your purchases during the year 1958 among drug manufacturers? 

Mr. Hoyt. Correct. 

(Exhibit No. 154 follows:) 
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Mr. Drxon. I notice that the average sales price was $9.87. The 
majority of the purchases were sold at $10 a pound, whereas to Lederle 
Division it sold in the neighborhood of slightly in excess of $5 per 
pound. ‘ 

But by computing the average price we get an average of $9.87 as 
compared to your cost of $4.77, or a margin to you at least of $5.10 over 
your cost for the manufactured meprobamate. 

Senator Keravver. Is that correct ? } 

Mr. Hoyt. That sounds all right. Yes, I will accept that. 


Senator Krerauver. You seem to have sold to Wyeth 476,000-plus f 


pounds at $10 a pound. 


You sold to Lederle Division of American Cyanamid for $5.38, $5.07, F 


and $4.49. Why is that? oe lee : 
Mr. Hoyvr. The difference is this: Lederle is our distributor in for- 
eign markets. 


Mr. Dixon. Do you charge your distributor in foreign markets less 


than you do your distributors in the domestic market ? 


Mr. Hoyt. No, we sold them here but our distributor we sell them [ 


at cost plus a handling charge. 


Mr. Dixon. But you didn’t sell your domestic distributor such as | 


American Home at cost plus? 

Mr. Horr. American Home isn’t our distributor. American Home 
is the licensee. 

Senator Keravver. Lederle is a separate corporation, isn’t it? 

Mr. Horr. Yes, sir. 

Senator Keravuver. That isa division of American Cyanamid ? 

Mr. Hoyt. That’s right. 

Senator Keravver. They sell in foreign markets? 

Mr. Horr. That is correct. 

Senator Krrauver. And you sell to them at about half of what you 
sell to Wyeth, which sells here in the United States. 

Mr. Horr. That is correct. « But American Cyanamid or Lederle 
acts as our distributor. They sell the product with our name on it as 
a distributor, and therefore we sold them the powder at a lower price. 

Senator Krerauver. You sell in the United States to the druggists 
or the wholesaler at the same price as Wyeth does ? 

Mr. Hoyr. That is correct. 


Senator Krerauver. Yet you sell to distributors abroad at about 
half of what you are selling to your largest American purchaser! | 


Mr. Hoyvr. Lederle is selling under our trademark. They use the 
trademark “Miltown.” They distribute Miltown for us. 

Senator Krrauver. But whether it is named Miltown or whether 
it is named Equanil, it is the same drug and it is your product! 


Mr. Hoyr. Well, I think that our product is Miltown, and I think | 


a distributor is in an entirely different category than a licensee. 
Senator Kerauver. Equanil is, as you said a little while ago, better 
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known than Miltown because Wyeth has detail men and has been | 


in the business longer? 


Mr. Horr. No, sir; I didn’t say because they had detail men. I f 
said because of their reputation, their long, long reputation among 


doctors. 


Senator Keravuver. I say their reputation and their sales organiza [ 


tion and the fact that they have been in the business longer. 
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Mr. Cuumeris. Mr. Chairman, may I ask a question for clarifica- 
tion? To American Cyanamid, you sell your product at a lower rate, 
but they distribute it for you in foreign countries? 

Mr. Hoyr. That is correct. 

Mr. Cuumpris. Do they compete against you in the United States? 

Mr, Hoyr. No. 

Mr. Cuumpris. Now the other companies that you sell for $10, 
they are actually competitors of yours in the American market; is 
that correct ? 

Mr. Horr. That is correct. 

Mr. Cuumeris. Is that the distinction as for the reason for the 

rice ? 

, Mr. Horr. Well, no. I think the basic reason is that Lederle is 
our distributor. They sell under our trademark, so they are dis- 
tributing Miltown in foreign countries. So we sell them on a basic 
price of so much including our handling charge of the powder. 

Senator Keravuver. Your distributor doesn’t just get a percentage 
for distributing? It is an outright sale to them, isn’t it, and then 
they market the product? Whatever profit or whatever loss they make 
is their profit or their loss and not yours ? 

Mr. Horr. They pay us 5 percent as a distributorship. 

Senator Kerauver. They pay you aroyalty of 5 percent? 

Mr. Hoyt. Asa distributor. 

Senator Kerauver. As a distributor, that is right, but Wyeth pays 
youa royalty also on the product that they make? 

Mr. Hoyt. But as a licensee. 

Senator Keravuver. Five percent? 

Mr. Hoyt. But asa licensee. 

Senator Kerauver. But it is the same amount, in any event. 

Mr. Horr. No; I think there is a distinction there between a dis- 
tributor of a trademarked product who acts for you and a licensee 
who has no direct connection with your sale. 

Senator Kerauver. In any event, I said that whether it is a royalty 
or whether it is a license, it is 5 percent in either case ? 

Mr. Hoyt. That is right. 

Senator Kerauver. And you sell to one at half what you do the 
other. I think that might be one of the reasons why we see lower 
prices in many foreign markets, because a pound of this drug will 
make a lot of tablets. 

But, go ahead, Mr. Dixon. 

Mr. Dixon. Thank you, Mr. Chairman. 

Now, from the information that you furnished us, Mr. Hoyt, it 
appears at the outset in purchasing 

Senator Kerauver. Interestingly Merck seems to pay you even 
morethan Wyeth. They pay $10.50 per pound. 

Mr. Horr. They don’t buy the same quantity. 

Senator Kerauver. They don’t buy quite asmuch? 

Mr. Hoyt, That is right. 

Senator Kerauver. American Cyanamid, Lederle Division, doesn’t 
buy anything like the same quantity, do they ? 

Mr. Hoyt. No; that is right, but they are our distributor. 

Senator Keravuver. 576,000 pounds in the case of Wyeth, 17,877 in 
the case of Lederle. 
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Mr. Drxon. Mr. Hoyt, from the information you furnished the sub- 
committee, it appears that in your purchases of meprobamate, at the 
outset Trubek Laboratories, which was one of your suppliers, offered 








































to supply meprobamate for $25 per pound on the condition that you b 
would supply Diol, which was an essential ingredient, and which 
apparently must cost approximately $4 a pound. Also, from this 1 
information you sent us, in a letter that Trubek wrote to you on June X 
23, 1953, the following appears: i 
If and when we should get into regular production, we may find that through i 
efficiency of operation we are able to realize some savings. These savings we tha 
shall be happy to pass on to you (Diol). h 
I believe at the time your information was furnished to the sub- | ,,; 
committee, you estimated that your yearly requirement might be a : 
thousand pounds per year. no 
Mr. Hoyt. That is correct, that is right. drt 
Mr. Dixon. By 1956, when you were in full production, your aver- } 
age cost per pound, as we computed it, was not $25. It was $7.69. > ing 
By 1958 you were down, paying $4.77 per pound. Must we under- | 44 
stand that Trubek and your other suppliers actually achieved econ- 
omies which resulted in this price reduction to you? dri 
Mr. Horr. I believe they did. I think that they found a method | gp, 
. getting a better yield from the ingredients they use in the manu- } ‘7, 
acture. 
Senator Keravver. Also, they produced more, I suppose ? i 
Mr. Hort. Larger quantity; yes, sir. ' 
Senator Keravuver. I know Robert Trubek. I have been through | 
his plant. He has a very fine plant. me 
r. Hoyt. That is right. } 
Senator Keravuver. fi is in New Jersey. It is small, but he is efli- : 
cient and has a good operation. all 
Mr. Dixon. Mr. Hoyt, you obviously were the recipient of a lower | p 
price by a savings in cost to your suppliers. You didn’t pass any of | 4, 
these savings on to the public or to any of your purchasers, did you! 
Mr. Hoyt. Yes. I reduced the price of the powder to American 
Home Products from $13 a pound, the original price, to $10 a pound. | ,, 
Mr. Dixon. According to your original agreement with them which | ; 
you entered into in 1955, you charged them $13 a pound for it? 
Mr. Hoyt. There was no price in the agreement. I think the 
clause reads at a price mutually agreeable. ee 
Mr. Dixon. You are correct, I recall that. ' D 
Mr. Hoyt. Right, and it was $18 when we started with American 
Home. 
Mr. Drxon. Let’s go to the dru gist then. You reduced it to | ¢ 
American Home Products. Why didn’t you reduce it to the druggist! 
Senator Keravver. Did you reduce it to the foreign seller, Loderls, it 
also? 
Mr. Hoyt. I didn’t hear that. y 
Senator Keravver. I say, did you also reduce the price to the for- | 4 


eign seller, Lederle? 
Mr. Hoyt. I really don’t recall. I think we did reduce it. ‘ 
Senator Keravver. This seems to be a reduction in what you paid 
Trubek and others from 25-and-some-odd dollars to $4.77. That 1s 
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on great quantities. That is about 20 percent of what you were pay- 
ing originally. Why didn’t you reduce your other prices by some- 
thing comparable to that ? 

Mr. Hoyt. I was supposed to sell them at a mutually agreeable 
price, and the price at which I was selling them was agreeable. 

Mr. Dixon. Why didn’t you reduce it to the druggist 

Mr. Hoyt. To who? 

Mr. Drxon. To the American druggist. 

Mr. Hort. Because I thought the price was a fair price. 

Mr. Dixon. That was your decision? In other words, you thought 
that was as low as you should sell ? 

Mr. Horr. No, I didn’t say that. I think that our price is a fair 
rice. Wesellit. The consumer gets the product at 10 cents a tablet. 

e average is three tablets a day, that is 30 centsaday. We had had 
no complaints about our price to the druggist, from consumers, or 
druggists, so I didn’t change the price whatsoever. 

r. Drxon. You thought it was fair when you were paying $25 for 
meprobamate? You set the price of $2.60 to the wholesaler. You 
didn’t have any change in mind when you were buying it for $4.77 ? 

Mr. Horr. Well, as a matter of fact, when we set the price to the 
druggist at $2.60, I think we were buying meprobamate cheaper than 
$25. I think it was down to $18, because I think that quotation of 
Trubek was a very early estimate, if I am correct. 

Mr. Drxon. You set the price of $2.60 when you were paying $18 for 
meprobamate ? 

Mr. Hoyt. Right. 

Mr. Drxon. And you didn’t change it when you started buying 
meprobamate for $4779 

Mr. Hoyt. I did not. 

Senator Kerauver. Let me see if I understand something. Actu- 
ally when you consider the amount you resell to American Home, 
Web, at to others, your meprobamate doesn’t cost you anything, 

oes 1b? 

Mr. Horr. You mean we make a sufficient profit ? 

Senator Keravver. No. I mean the amount that you sell to whole- 
i who in turn sell it to druggists, doesn’t cost you anything, does 
It 














Mr. Hoyt. I have never made that calculation. I don’t know. 

Senator Kerauver. What we have here is that you resold 62 per- 
cent of your purchases in 1958, the largest resale, of course, to Wyeth 
Division of American Home, at an average price of $9 plus. 

Mr. Drxon. $9.87. 

Senator Kerauver. We calculate that this would leave you with 
$1,386,000, and 369,000 pounds of meprobamate clear of all cost. 
m Mr. Hoyt. We don’t run our books that way. I have never figured 
it that way. 

ey ET It is just a matter of simple arithmetic. After 
you sell to Wyeth and to others, you are making on an average of 
about $4.70 to about $9.50. 

Mr. Drxon. In addition, they get a royalty, too, Mr. Chairman. 

Senator Kerauver. Plus the royalty, or whatever it may be. With 
that result, you not only get meprobamate that you sell as Miltown 
free, but. you make $1,386,000 plus 369,000 pounds remaining. 
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Mr. Hoyt. That may be so, but we don’t run our books that way. 
The outside sale stands on its own feet, and our production takes in 
the price of the powder that we pay for it. 

Senator Keravuver. I was just thinking about the wholesaler and 
the retailer. Since you do get yours actually more than free, ata 
good profit, why shouldn’t you make some reduction in price? 

Mr. Hoyt. Because my customers are satisfied. 

Senator Keravuver. I am not sure that all of them are, Mr. Hoyt. 
There is a great deal of agitation among some people, anyway, over 
the high price of tranquilizers as there are on other medicines. 

Go ahead. 

Mr. Drxon. Mr. Chairman, I have chosen as an example one of the 
licenses that was entered into between Carter and one of these sup- 
plying manufacturers. I have chosen the one with Millmaster Chem. 
ical Corp., of June 27, 1955. Millmaster appears to be the largest 
supplier, so I have chosen it just as an example. 

I would like to have this made exhibit 155 to the record. 

Senator Keravver. Very well. 

(Exhibit No. 155 may be found on p. 9661.) 


Mr. Drxon. Mr. Hoyt, in these agreements with these suppliers, J £ 


note that this restriction is contained. It is specifically stated that 
the licenses cover the “preparation as may be undertaken by you for | 
Carter products and do not extend to the said product or its prepara- | 
tion for anyone else.” F 

Does that mean that they couldn’t make it for themselves, nor could 
they make it on their own volition for sale to anyone else? 

Mr. Hoyt. They couldn’t make it for sale to somebody else. 

Mr. Drxon. In other words, they could only sell it if you were— | 

Mr. Horr. Tous. 

Mr. Dixon. Were to tell them to ship it to somebody ? . 

Mr. Hoyr. They were operating under our patent and know-how, | 
so what we were trying to say in that agreement is that they would sell | 
it to us and no one else. 

Mr. Dixon. All right, sir, I understand. 

Senator Keravver. How long has this patent stood ? 

Mr. Drxon. It lasts for 17 years. It was obtained in 1955, and | 
would extend to 1972, sir, or possibly beyond that, if they could get | 
an improvement on it. : 

Mr. Chairman, we have prepared several charts and tables, which | 
T would like to ask Dr. Blair to explain. 

Senator Kerauver. Can we have the record straight on how much | 
the royalties amount to? 

In other words, Lederle selling abroad pays a license fee of 5 per: | 
cent. Wyeth selling in the United States pays a royalty of 5 percent; 
is that correct? 

Mr. Hoyt. Lederle pays us—they are our distributors and they pay [ 
us 5 percent. 

Senator Keravver. That is 5 percent on what, on their sales price! 

Mr. Horr. On their sales price in foreign countries. 


Senator Keravver. In 1958, Carter paid $4,686,000 for 983,00 t 


pounds. American Home-Wyeth paid you $5,766,000 for 577,00) 
pounds plus the royalty. So the amount you sold to American Home | 
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Wyeth seems to be a little more than a million dollars plus.5 percent 
royalty, more than you paid for the whole thing. 

r. Horr. But we don’t run our books that way. You may be right. 
Ihave never considered it that way, Mr. Chairman. 

Senator Keravuver. If you check and find out it isn’t right, let us 
know. That is a calculation I think is correct from the figures that 
you have given us. 

Mr. Dixon. It is pretty straight, isn’t it, Mr. Hoyt? 

Mr, Horr. I would really like to check the figures. 

Mr. Dixon. I just make this one comment and then I will ask Dr. 
Blair to explain these charts and tables. 

It is pretty plain from what the chairman has just recited that 
your costs for meprobamate are less than half of what Wyeth’s are? 

Mr. Horr. That is correct. 

Mr. Cuumpris. Mr. Chairman, before Dr. Blair starts on these 
charts, just before the lunch intermission I had asked Dr. Berger 
if he had sent out to the doctors any material other than what he had 
indicated at that point. 

He placed on the desk here with Mr. Dixon various mailings, and 
_ ineach mailing as I understand it Mr. Dixon checked some of them, 
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1 that |) there are indications that warn the doctors as to these various side 
ou for |, sects and I wanted that noted in the record at this point. 
spare: | And also I would like to cite for the information—— 


_ . Senator Keravuver. I haven’t seen these. 
‘could |) Mr. Drxon. Mr. Chairman, the reason you haven’t seen these is that 
_ weasked Carter to give us this information. They have refused to 
_ doit. The reason we were given this information today was because 
_ you issued a subpena commanding that it be brought here. I asked 
| Dr. Berger, Isn’t this really a a, of what was delivered with 
_ the subpena ?—and he said he assumed that that was so. We have not 
v-how, | had an opportunity to examine this, and I understand Dr. Berger 
ild sel] | tates that in this information which is before me now there is con- 
tained a statement as to side effects. 
_ I understand this to be information which was disseminated in 
1959, 
5. and} Dr. Bercer. Mr. Chairman, you asked me this morning to find out 
ald get § whether we have made any mailings of advertising material to physi- 
| dans, or had any advertisements that would contain warnings or 
which | description of side effects similar to those contained in a document you 
demonstrated here. 
y much} S01, over the lunch hour, have selected all these documents which 
_ are mailed out during 1958 and 1959, which were the 2 years you 
| Mentioned, and brought them here, and I find that we have made about 
14such mailings during the 2 years. 
Thank you. 
hey pay Senator Knerauver. We don’t want to get into another long wrangle 
‘| about the literature, but just in passing, your side effects don’t say 


Tc- 


E 5 per: § 
yercent; F 


s price! say thing about dependency or habit-forming or convulsions. I am 

| just reading this one here. But you do admit to quite a number of 
983,000 | side effects. I wonder why in the Journal of the American Medical 
577,000 Association and the other medical journals in which you advertise, 


; You say there are no side effects or you mention none. I wonder why 
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you and Mr. Hoyt come here today and say that there are no side 


effects when you now concede that there are side effects? I 
Dr. Brerezr. Sir, I did not—— 
Mr. Cuumepris. Would you yield just a moment? Pi 


Senator Kuravver. Just a minute. 

Mr. Cuumpris. I brought up the discussion. I want to read this 
statute here. 

Senator Kzravuver. I want them to answer my question. 

Mr. Cuumenis. I think the statute will answer the question. 0¢ 

Senator Keravver. I have asked Dr. Berger to answer it. is 

Dr. Brercrer. We have not claimed that there are no side effects | — 
We recognize that there are side effects. We just claim that their 
incidence is very low. And the material we have submitted describe 
these very low side effects. I have mentioned that a survey of side 
effects from records we have indicates that there is about 1 for each 


400,000 patients treated. 

And the material submitted has been checked with the Food and 
Drug Administration who finds the warnings we are making satis | 
factory, enrns with all regulations. a 

Senator ‘AuveR. Your statements today and Mr. Hoyt’s state} — 


ments today speak for themselves. Mr. Hoyt says it is a product 
which can & used by the practicing physician without fear of ad-| 
verse side effects. Tours was even more definite, saying that they _ 
were nonaddictive, that the literature saying they were nonaddictive | 
was well supported. 

Mr. Cuumepris. May I read this statute? 

Senator Keravver. Very well. 

Mr. Cuumpris. This is from 52 Stat. on page 111 it begins: | 

An act to amend the act of the FTC to define the powers and duties and for | 
other purposes. 

On page 116 under the term “False Advertising,” and I read this 
point here: : 

No advertisement of a drug shall be deemed to be false if it is disseminate 
only to the members of the medical profession, contains no false representation 


of a material fact, and includes, or is accompanied in each instance by truthftl 
disclosures of the formula showing it quantitatively each ingredient of such 
drug. 


That is what the statute says. A 
Senator Kerauver. Suppose we put that statute in the record from | 
the Food and Drug Administration. As I understand it, literature) 
mailed out to a physician is considered under the jurisdiction of Fool! Ww 
and Drug. I want to say very frankly I think the whole field ther 
is an overlapping one and ought certainly to be clarified, perhaps 4 










legislation which may come out of this. 
Mr. Cuumeris. I thought that this statute would be interesting 4 | 





this point, Mr. Chairman. In view of the discussion that we had with | 
Mr. Faerie yesterday, I think it is pertinent. 
Senator Karavver. Ve 
and Drug statute in also. 
Mr. Dixon. They will both appear in the record. 
(The FTC statute referred to is carried above. The FDA statutt/ 
referred to may be found on p. 10167.) 





ry well, it is pertinent, but let’s put the Food 
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Dr. Buarr. Mr. Chairman, I would like to distribute now to the 
ress and to Mr. Hoyt for his comment a table entitled “Computed 
roduction Cost Based on Bulk Price Transactions and Contract 
Processing Charges.” 
Senator Kerauver. That will be made exhibit 156. 
(Exhibit No. 156 follows :) 


MEPROBAMATE—400 MGM. TABLETS 


Computed production cost based on bulk price transactions and contract process- 
ing charges (exclusive of selling and distribution costs) (100,000 tablet order) 





Per 1,000 tablets 


To Carter To Wyeth 
“Milltown” | “Equanil” 








Material—400 grams: 

At average cost to Carter in December 1958 of $4.35 per pound !__._.....- RON Loss 
At price Wyeth pays Carter of $10 per pound !_...._.........-...-.-.--.]--.---------.- } 
Wi I all erecta intl - 08 .18 
Tableting charge... -__-. USaddueddbsdhnasbuebrhtsbecksiceceks 2.00 2.00 
Bottling charge (20 bottles of 50 tablets each) 1.40 1.40 
Royalty to Carter at 5 percent of selling price...................--..---------]-------------- 2.60 


Total computed production cost per thousand_-.............--.-....--- ee ae 
1 As reported to subcommittee by Carter Products, Inc. 
Comparison between computed production cost and actual price 
Per 1,000 Per tablet 


—— production cost, exclusive of selling and distribution costs: Cents 
arter 4 


: Le need 

Actual prices, both brands: 
TO Whoresnler at $3.60 for 50... anid gd cadacnpcesededaqnansanadeqogoanesawen, 
I OR EOE OL... .accupcincocnquansonightdbsenetiiavesrandueday 
Te consumer at $5.43 for 60... css bbi Li sscsdecadesdddevsbiniendiccnue 


San oS 
38S $8 
a 
een an 


a 
= 





Source of prices: 1959-60 American Druggist Blue Book. 


Dr. Buair. I would like to have the opportunity to say a few things 
about what this table is and what it is not. 

This table is similar to one introduced in the course of the hearings 
on steriod hormones. This table is designed to show the cost of 


_ Miltown bottled and ready for distribution. The purpose is to raise 
_ the question of what accounts for the difference between the production 
we - tablet and the price paid by the wholesale to Carter or to 
i eth. 


Now the left hand column of figures shown in the table relates to 
Carter’s Miltown. The right hand column refers to Wyeth’s Equanil. 
The figures at the top of the table are per thousand tablets. 

The first item under material cost it will be noted is the average cost 
to Carter in December 1958 of 400 grams at $4.35 per pound. 

Senator Keravver. Just a minute, so we can get this matter entirely 
clear, and so that there can be no possible misunderstanding about it 
in anybody’s mind. Excuse me, Dr. Blair, we don’t want anybody to 


| Bet the conception that we are talking about profits only here. 


The committee probably has the right to ask for such a breakdown. 
®can get it by subpena. We have always tried to respect the secrecy 


| ofa company in connection with what part of its cost is administra- 
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tive expense, what part is selling, what part is advertising, what part 
is so and so and what the production costs are that are allocated toa 
particular product. We know and we want to point out immediately 
that this information is not within our knowledge because it is usually 
treated as confidential and companies don’t like to give up their so- 
called trade secrets. So this table is representing a difference which 
includes other costs besides profit. It represents a difference in what 
is shown here, and to that ought to be added of course whatever part 
of other costs that the company may in its judgment—research or 
whatnot—add to that. We hope that they will give a full explanation 
of it. 

Mr. Cuumeris. Mr. Chairman, in view of what Senator Dirksen 
brought out last Thursday morning, we should be perfectly clear, if 
we are not going to—I notice here it says “Exclusive of selling and 
distribution costs” but it doesn’t contain the other costs of doing [ 
business that made the great issue of the other hearings on steroids, 

Now what would be fhe significant purpose of showing this com- | 

uted production cost exclusive of selling and distribution costs! 
And I notice there is nothing here that says exclusive of research 
costs, royalty costs, exclusive of administrative costs. 

It doesn’t say anything about exclusive of taxes. All those things | 
which are costs in doing business—— 

Dr. Buatr. Mr. Chairman, may I describe the table ? : 

Mr. Cuumerts. This parallel is exactly the same as the one that | 
was introduced the other day that. caused so much discussion, s0 
many misleading statements to the press and to the public and even 
to the members of the committee and the subcommittee. It has even | 
gotten to the floor of the U.S. Senate. 

I think, as you say, you would like to have it a true reflection. | 
mean what would be the purpose of the exhibit ? 

Dr. Buarr. Mr. Chairman, may I continue? 

Mr. Cuumeris. After all, the profit that people make on products 
is what should be the jurisdiction, if the subcommittee has any juris [ 
diction, to even question the profit that private industry makes. 


Senator Keravver. I think it is all right to show what they pay for | | 


something and what. somebody else, a reliable concern, paid to bottle 


it. 
I would like to make very clear that the information is not in our | 
possession as to what other charges to make against it. ‘ 
If there are other charges, we of course expect that that will be | 
brought out. ; 
This is production cost computed as will be shown, and selling cost | 
to the wholesaler, the druggist and to the consumer. 
Mr. Cuumeris. Mr, Chairman, get a percentage which means some | 
thing. It is meaningless as Senator Dirksen said the other day. It | 
is a meaningless thing. ; 
Senator Kerauver. I am sure that, Mr. Hoyt can tell us. We don't | 
have information as to how much is allocated to administrative cost | 
ape how much to research on this particular item. I am sure he cal | 
tell us. : 
Mr. Dixon. Mr. Chairman, before Dr. Blair has the right to ex 
plain the table, I think Mr. Chumbris has raised something which is [ 
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not exactly clear. I think if he will just be quiet and let Dr. Blair 
explain this table, it will speak for itself. 
ut on the proposition as to whether this is germane to this sub- 

committee, you very carefully have pointed out that the only way 
you could get a true picture of production cost, of administration cost 
or selling cost or anything else, is to get the actual books and records of 
this company, lay them on the table, and disclose them to the public. 

In respecting the confidentiality of that type of information, we 
have turned to another method of trying to devise production costs. 
Not being on that point, we leave it to the witness to explain the dif- 
ference between that point and what he sells it for. Mr. Chumbris, 
I believe this witness is thoroughly capable of describing why it was 
necessary in his opinion to charge the difference between even this 
computed cost which we believe is conservative, because we certainly 
believe that they are more efficient than an independent company that 
we have to include in these calculations. 

So I think if Dr. Blair would be permitted to explain this table, 
noone will go away from here confused. 

Mr. Cuumpris. Just one point, Mr. Dixon. What the witness does 
as to his responsibility is his business, but what the minority does or 
what Senator Dirksen brought out the other day fulfills his responsi- 


His point is this: That this type of an exhibit is meaningless be- 
cause it is going to bring out a percentage markup which is absolutel 
without any possible meaning to anyone at all, especially not to this 


| subcommittee and its legislative jurisdiction. 


It is going to create the confusion that it did as we had in the 
previous hearing. It is going to cause a lot of people to get irritated, 


They wrote in letters to various Senators, 

It has no meaning in what we are trying to show as far as our 
legislative purpose in holding these hearings. 
_ If you want to bring out what the profit of the company is, that 
is another thing, because then you can arrive at that in a precise 
manner. 

Mr. Dixon. Mr. Chumbris, aren’t you interested in knowing what 
this product could be made for? Wouldn’t you like to know it 


Senator Kerauver. That is all right. Let’s proceed. Go ahead. 

Dr. Bram. Mr. Chairman, if I may now continue, I will outline the 
essential elements of the table without taking up too much time, and I 
think that some of these points will be clarified. 

First of all, I want to point out that $3.84 is the average cost to 
Carter in December 1958, at a price of $4.35 per pound, of material 


ferring here to raw material in the sense that flour is a raw material 


used to make bread or wheat is a raw material used to make flour. 
This is the meprobamate itself, which is purchased as such by Carter, 


Now to that we have added a wastage allowance of 2 percent, a 
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a rs in the Wyeth “Equanil” column. But as far as the Carter 
“Miltown” column is concerned, we have these cost elements: $3.84 
which is the price, at a cost of $4.35 per pound, to Carter for the 
amount of meprobamate required to balls 1,000 tablets. Then for the 
next figures—we have used here the same firm that we used for this 
purpose in the steroid hormone hearings, one of the independent 
firms that will tablet and bottle and label for a fee. Again I want to 
call the committee’s attention to the fact that the contract charges we 


have used here are not the lowest nor are they the highest. cou K 


between the extremes of the charges that we have been able to o 
from firms that will tablet and bottle for a fee. 


Now, this firm assumes, as do all of them, a wastage factor of about 


2 percent. Their tableting charge per thousand tablets is $2. Their 
bottling charge, putting the tablets into bottles, 20 bottles of 50 tablets 
each, is $1.40, making a total computed production cost to Carter of 
$7.32. 

Now, as the table says at the very top, that is exclusive of selling 


and distribution costs. It represents the amount that it costs Carter 


to secure the powder, tablet it, bottle it, and have it in bottles and | 


packages ready for distribution to wholesalers. 

Senator Keravuver. It represents the amount—— 

Dr. Buatr. Production cost. 

Senator Kerauver (continuing). Of the bulk product plus—we do 
not have Carter’s figures on bottling and tabletin zt 

Dr. Bua. No, sir. These are computed figures derived on the basis 
that I have outlined. As you pointed out, none of these with the 
exception of the cost of meprobamate itself was obtained directly from 
Carter. We assume Carter’s tableting and bottling costs would: prob- 
ably be less than the figures submitted to us because the latter include 
a profit for those operations alone. 

This gives the total price per thousand tablets of $7.32. Now, there 
is no inference that the ites between $7.32, or roughly seven- 
tenths of a cent per tablet, and the price to the wholesaler of $52, 


5 


ebwtiae2 


which is the $2.60 mentioned by Mr. Hoyt this morning for 50 tablets, | 


represents nothing but profit. It includes Carter’s profits, which is in 
addition to that made by the supplying firms that produced meproba- 
mate in the first place which they sold to Carter for $4.35 per pound. 
: But in addition, of course, to whatever profit there is above the 
$7.32, there are selling and distribution costs, which in the case of this 


company are quite high. But, as I said, the pu e of the table is | 
to raise the question of what accounts for the difference between the | 


computed production costs of Miltown in bottles ready for shipment 
to wholesalers, which works out to a price of about seven-tenths of 4 
cent per tablet, and the price actually charged to wholesalers, which is 
5.2 cents a tablet. The table establishes the difference between pro- 
duction cost and price to the initial distributor, and raises the ques 
tion of what constitutes that margin. 


a a 


Senator Krravver. The purpose, also, is to show Wyeth in the | 


picture with Equanil? 


Dr. Buam. Yes, sir. This table shows the cost in the right-hand | 
column for Wyeth, also in terms of a thousand tablets. At the rate | 
of $10 per pound, for the amount of meprobamate required to produce 


a thousand tablets, Wyeth has to pay Carter $8.82. 
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In addition to that cost—— 

Senator Kerauver. We see the other costs here. 

i There is also the royalty to Carter at 5 percent, which 
is $2.60. 

Mr. Horr. Mr. Chairman, if I may interrupt, I have a cost in here 
on the Miltown costs and profits per tablet which I would like to 
hand up to the committee. It shows our manufacturing cost, our 
selling expense, and administration, our advertising, promotion, and 


Senator Kerauver. We will let that be exhibit 157. 
(Exhibit No. 157 follows :) 


Miltown costs and profit per tablet 











Cents per 
tablet 
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1 These expense items are average for Carter’s ethical drug business. 


Mr. Horr. I would also like to say this, Carter receives from 
the wholesaler 5.1 cents per tablet. Our manufacturing cost is 0.7 
cent. Our selling expense is 0.4 cent. Our advertising, promotion, 
and clinical samples is 1 cent. Our research and royalties is four- 
tenths, our income taxes are 1.4 cents. 

The total cost per tablet is 3.9 per tablet, and we make a profit of 
1.2cents per tablet. 

Mr. Dixon. Mr. Hoyt, will you send us the supporting material 
that comes with this table, so we can check it? 

Mr. Horr. I haven’t it with me. 

Mr. Dixon. Will you give us free access to your books and records 
so we can determine whether this is accurate or inaccurate? 

Mr. Horr. If you will read the footnote, I think you will see how 
we allocated these expenses. 

Mr. Dixon. All I have in my hand is a piece of paper with, con- 
clusions on it, just as you had before you in the table that Dr. Blair 

repared, ‘yiigh told you where the support for his conclusions came 
tom. I assume these come from your books and records, do they not? 

Mr. Hoyt. They come from—we submitted the figures of our medi- 
cines to you, and this comes from a breakdown. i 

Senator Krrauver. Let me see if I understand what this is about, 


| Mr, Hoyt. We were told a little while agi read figures which I 





believe were correct—that your bulk product of meprobamate comes 
to you not only free but with a $1,386,000 — and 369,000 pounds in 
addition to that clear of all cost. Now, where is that reflected on this 


Mr. Horr. That has nothing to do with the cost of a tablet of Mil- 


_ town, That is a different item. That is the profit on the powder we 


sell, 
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Mr. Dixon. Mr. Hoyt, from the table that you have sent to us, ex- 
hibit 157, you say that your manufacturing costs are seven-tenths of 
a cent per tablet. 

Mr. Hoyt. Practically what you have on your table. 

Mr. Drxon. In other words, you agree that Dr. Blair’s computation 
is correct in that respect ? 

Mr. Hoyr. Practically the same. 

Mr. Drxon. You have four-tenths of 1 cent for selling and admin- 
istration, and also you have 5.1 cents per tablet as what you receive 
from the wholesaler ? 

Mr. Hoyr. That is correct. 

Mr. Drxon. Dr. Blair had 5.2 cents. 

Mr. Hoyt. We took off the cash discount. 

Senator Kerauver. There is no difference so far. 

Mr. Dixon. On selling expense and administration, you say you 
have four-tenths of a cent per tablet ? 

Mr. Horr. That is correct. 

Mr. Dixon. Your advertising, promotion, and clinical samples you | 
have as 1 cent per tablet ? 

Mr. Hoyvr. Correct. 

Mr. Drxon. So it costs you more to advertise, promote, and give | 
away samples than it does to manufacture the drug? 

Senator Kerauver: Seven-tenths of a cent compared with 1 cent. 


Mr. Drxon. About one and a-half times as much, Your research |) ti 


and royalties you give as four-tenths of a cent per tablet, or less than | 
one-half of what you spend for advertising and promotion. That is 
correct, isn’t it? 

Mr. Horr. That is correct. 


Senator Kerauver. Mr. Hoyt, let me comment, if I may, so we can pi 


have an understanding of this. These royalties that you have here | 
must be royalties that you pay other companies on other products. 

Mr. Horr. No, that is a royalty to Dr. Berger. 

Senator Keravuver. That is a royalty to Dr. Berger? I congratv- 
late Dr, Berger. 

Mr. Horr. And to other companies. 

Senator Kerauver. How much is your royalty to Dr. Berger? We} 
will get to that later on. 

Mr. Horr. I will explain, but it is a little long, Mr. Chairman [ 
Do you want me to explain ? ‘ 

Senator Keravver. No, let’s not do that now. We will come t/ 
royalties, But you say royalties to other companies on meprobamate! 

Mr. Hort. No, we pay no royalty to other companies on mepro | 
bamate. 

Senator Kerauver. They pay to you? 

Mr. Hoyrt. That is correct, we have royalty income. 

Senator Krrauver. You have the royalties received by you in this! 

Mr. Hoyt. No. We have royalty income from others, certainly, but 
it is not in here. ; 

Senator Kreravuver. But I mean, if — are talking about Miltow | 
and meprobamate, and taking in the whole picture, it would seem that 
you ought to put on the credit side here, or deduct from your cost, f 
the royalties that you receive from other companies. 
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Mr. Horr. I am not trying to make a profit and loss statement here. 
Iam trying to show what we receive for a tablet of Miltown, what 
our expenses are, and what we have left over. Now royalty income 
jsother income. Profit on powder is other income. It has nothing to 
do with the sale of a Miltown tablet. 

Senator Keravver. It all comes in Miltown, doesn’t it? What you 
sell to Lederle and companies abroad all comes from this product? 

Mr. Hoyt. No, I wouldn’t say that. We are in two businesses. 
We sell Miltown under our brand name and another business is to 
sell powder. 
| Senator Kerauver. I just wanted to make that point, that the 

royalties you receive are not reflected in this. 

r. Horr. No, and the profit on the powder. That is a separate 
operation. 

Senator Kerauver. Your profit on the powder that you sell to 
Wyeth is not figured in this either? 

_ Mr. Horr. No. We sell two things. We sell Miltown meproba- 
mate under our own trademark Miltown. This is it. We have an- 
other business. We sell powder, and we have other—— 

Senator Kerauver. It is not another corporation? It is all in the 
give | same firm ? 

_ Mr. Hoyr. No, no, the same. 

Senator Kerauver. I just wanted to get that clear. So the royal- 
ties that you get from sales abroad are not considered here, and the 
profits you make when you sell to Wyeth ? 

Mr, Horr. Not in there. 

Senator Kerauver. Is not in here. 

_ Mr. Dixon. Mr. Chairman, I want to make this comment. I be- 
ecan | lieve Mr. Hoyt will agree with me that his computation of Miltown 
, here | Profits per tablet is remarkably similar to what Dr. Blair has come 
cts, | Up with, with respect to manufacturing production costs and with 
respect to price to the wholesaler. 

sn’t that correct ? 

Mr. Horr. Sure. 

Mr. Dixon. This ought to allay Mr. Chumbris’ feelings. On the 
. other hand, Mr. Chumbris was worried about this. 
| Mr, Cuumpris. Mr. Chairman, I think I have a right to answer. 
rman. |) Lhis table does exactly what Chumbris wanted the thing to do. In- 

Dr. Blair’s seven-tenths of a cent against 5.2 


, OX- 
3 of 








ition 











min- 
Selve 























you 














3 you 



















mt. | 
earch 
than F 
hat is | 











rratu- 






? We 






' stead of just taking 
me to} “hts, 1 wanted to show all of the facts, the manufacturing costs, the 
mate! | “ling and distribution costs, the research, the income taxes, and 
nepro- | everything else, and then compute it and then you get at what these 
) people are making out of this tablet. That is what Senator Dirksen 
was talking about the other day. I raised the same point on the first 
)and second and third and fourth and fifth and sixth days of the 
previous hearings on the steroids. There is nothing unusual about 
my point. 
} Senator Keravuver. Mr. Chumbris, we have just been supplied with 
‘Itown fe this. If Mr. Brown and Mr. Connor and other witnesses fed similar 
m that charts, we would have put them in the record immediately. After the 
r cost, | ‘Wo first items there, we do not have in our files these items, and we 
» Welcome the fact that they have given them to us. 
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Dr. Buatr. Mr. Chairman, in that connection, may I point out that 
some of the drug companies, such as Smith Kline & French last week, 
have testified in effect that actually they do not allocate their indirect 
costs to particular products, and so, if this is true, even had we sub. 
penaed their cost data, any indirect costs that we had derived from 
them with respect to any particular product would be no more than 
an estimate. 

Senator Keravuver. Mr. Hoyt, how many other ethical drug products 
do you manufacture and/or sell or have manufactured for you? 

Mr. Hoyt. How many other ethical drugs do we sell ? 

Senator Keravuver. Yes, sir; you say in a footnote here that thes 
expense items are average for Carter’s ethical drug business. 

r. Horr. Wesold7 in that year. 

Mr. Dixon. What year? What does this reflect, 1958, or 1959? 

Mr. Horr. This is the year ending March 31, 1959, the end of our 
fiscal year. 

Mr. Dixon. Thank you, sir. 

Senator Kerauver. What do you mean by this footnote? In other 
words this doesn’t actually reflect advertising, promotion, research 
and royalties, and so forth, on Miltown. It is on an average of all of 
your drug business? 

Mr. Hoyt. That is correct. 

Senator Kerauver. How does Miltown compare with the others! 

Mr. Hoyv. It is lower. 

Senator Kerauver. You mean your advertising islower? Whatis 
lower ¢ 

Mr. Hoyt. Yes. 


Senator Kerauver. Your promotion is lower? Wouldn’t it bea} 


better picture if you could take Miltown and give us your advertising 
and promotion figures? 

Mr. Hoyv. It is difficult to break it out that way by products. We 
don’t break out by individual-products, so we took our whole ethical 
operation and figured the percentage. 

Senator Krravver. As I understand, but can you give us an esti- 
mate of how much lower in advertising, and so forth, Miltown is than 
your average? 

Mr. Hoyr. I’m sorry, I don’t have those figures here, but I can tell 
you it is lower. 

Senator Kerauver. I mean, is it 10 or 50 percent lower? 

Mr. Hoyr. I wouldn’t care to answer that. I would have to go into 
that subject. 


Senator Kerauver. Would you look it up and give us your best in- 


formed information ? 
Mr. Hoyt. We will, right. 
Senator Keravuver. We will make that a part of the record. 


I don’t understand the research figure here. What research is that | 


you are talking about? 

Mr. Horr. Well, that is the research we do on our ethical drugs 

Senator Keravuver. That is for all your ethical drugs. From Mar¢h 
1, 1958, to March 1, 1959—is that what you said? 

Mr. Horr. No, March 31, 1958, through March 31, 1959. 

Senator Keravver. Did you spend anything on research in col 
nection with Miltown? 
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Mr. Hoyr. Well, we have to have research and our research ex- 

nses, we have to get that from what we get from all of our products. 

his research is the percentage of research that we did on ethical 
drugs, including Miltown. 

Senator Keravuver. I assume that when Miltown was patented, and 

ou put it out to be manufactured by these smaller companies, research 
had n completed on it ? 

Mr. Horr. Oh, no. You continue to do research on Miltown. You 
are striving all the time to find the effects of Miltown, the therapeutic 
value. 

Senator Kreravuver. Is your research on Miltown lower or higher 
than your research on other items? 

Mr. Horr. I donot know. I do not have those figures. 

Senator Kerauver. Will you give us your best information about 
that? 

Mr. Hoyt. I will. 

Mr. Dixon. Mr. Chairman, from Mr. Hoyt’s own table, which is 
exhibit 157, I have made a very hurried computation. It would ap- 
pear that on every tablet that Carter manufactures and sells as Mil- 
town, before taxes you make a 50 percent profit. After you pay your 
taxes, you make a 23 percent profit on each tablet. 

Mr. Hoyt. That is correct. 

Mr. Dixon. Would you explain the other charts, Dr. Blair? 

Senator Krerauver. What percentage of profit do you make on the 
tablets that Wyeth sells? 

Mr. Hoyt. I have not that percentage with me. 

Mr. Dixon. How many tablets did you make last year? Can you 
_ estimate? 

Mr. Hoyt. I don’t know. 

Senator Kerauver. Your biggest income comes from your sales to 
co and royalties rather than your profit of 1.2 cents a tablet, does 
It not 

Mr. Hoyt. I have not made that comparison. 

Senator Kerauver. You paid $4.77 for it instead of $9.87 on an 
average, I believe. That is double. Plus your royalty or plus your 
license. I believe that the calculation was that you sold $15 million 
worth of Miltown, and Wyeth sold $40 million or $45 million ? 

Mr. Drxon. Wyeth sold about $40 million. Here it is, between $35 
million and $40 million. That is according to Standard & Poor’s 
Industry Survey—and Miltown about $15 million. I believe they 
probably sold more than $15 million. 

Senator Keravver. All right, sir, 62 percent of your business in 
_ 1958, I believe, was selling to others. Do you think that is right? 

Mr. Hoyt. 62 percent of our business? 
Senator Kerauver. I mean, of Miltown. 
Mr. Horr. Why, no; our sales of Miltown are more than our sales 

to Wyeth of powder. 

Senator Krravuver. 62 percent of the bulk that you buy from the 
companies you resell to others? 

Mr. Horr. That is correct, Mr. Chairman. 

Senator Keravver. All right. 


85621—60—pt. 16-19 
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Dr. Buarr. Mr. Chairman, I have two charts which I will present 
now. One is similar to the type of chart we have presented on other 
drug companies. It compares the net worth of Carter Products 
with its profits, both on an annual and an accumulated basis, for 
3 years after the date on which net worth is shown. 

Senator Keravver. That will be exhibit 158. 

(Exhibit No. 158 follows:) 


Exurit 158 


CARTER PRODUCTS, INC. 


NET WORTH APRIL 1,1957, AND PROFITS 
AFTER TAXES, 1957-58 TO 1959-60 
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* Prospectus, Carter Products, Inc., July 23, 1957, p.I7 


SOURCE: Moody's Industrial Manual 
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CARTER Propucts, INC. 


Net worth Apr. 1, 1957, and profits after taves, 1957-58 to 1959-60 


Profits after taxes 
Fiscal year April-March Net worth 


Annual Cumulated 


1 Prospectus, Carter Products, Inc., July 23, 1957, p. 17. 
Source: Moody’s Industrial Manual. 1959-60 estimated at twice the April-September 1959 rate, 


Senator Krravuver. I want to say hastily to you, Mr. Hoyt, if it 
hasn’t been brought out before—we have been advised that you did 
not send to the Federal Trade Commission your annual statements 
prior. to 1957, so that in calculations we only have those years. 

If you have any information relative to making it comparable to 
the other companies over a period of 10 years, we would be glad then 
if you would furnish it now or later. 

r. Buatr. May I just clarify that inquiry, Senator? We do have 
certain information available from previous years such as their net 
profits and their sales. 

But what is not available for previous years is their net worth. 
The first year that we have been able to find a published figure for 
Carter’s net worth is 1957. 

Senator Keravuver. I stand corrected. 

Dr. Buarr. We would like to have their net worth figures for those 
preceding years very much. 

Senator Kerauver. Mr. Hoyt, maybe you have that to give us. 

Mr. Hoyt. We have a chart here which takes our net worth back, 
which I propose to show to you. 

Senator Kerauver. Very well, that is fine. 

Dr. Buatr. Mr. Chairman, on April 1, 1957, the beginning of Car- 
ter’s fiscal year, its net worth was $9.5 million and it made annual 
profits in its next fiscal year, 1957-58, of $5.6 million. 

It made profits of $7.0 million in the following year of 1958-59. 

If the net profits after taxes of those 2 years are added together the 
total is $12.6 million which is substantially above the company’s entire 
het worth as of April 1, 1957. 

Senator Kerauver. Let’s see if I get this clear. This is after taxes, 
after research, after 

Dr. Buatr. This is after all expenses. 

Senator Krrauver. After taxes, research, selling, and so forth. 

Dr. Barr. After all expenges and after taxes, sir. This is the net 
profit remaining either for distribution to the stockholders or for 
reinvestment in the company. 

Now there is also a bar shown for 1959-60 with the letters “est.” 
meaning estimated, below. Because of the peculiarity of Carter’s fiscal 
year we have figures for 1959-60 available for only two quarters, which 
are the quarter ending in June and the quarter ending in September of 
1959. Putting the figures for those quarters on an annual basis, that 
ismultiplying them simply by two, the estimated net profit for Carter 
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for 1959-60 would be $10 million, and the accumulated profit of that [thi 
year plus the profits of the 2 preceding years would be $22.6 million. F oth 

It will be noted that both of these bars in the last column are broken, [195 
That is to indicate along with the notation at the bottom of the column Fab] 
that the figures for 1959-60 have been estimated on the basis of af (a 


showing for the first 6 months of the company’s fiscal year. ! 
Senator Kerauver. There was another chart which, I think, before Pn 
Mr. Hoyt puts his in—— wo 
Mr. fides: Mr. Chairman, may I comment on this last chart now! I 
Senator Krerauver. Yes. we 
Mr. Hoyv. As I understand it, you figure net worth on the average } 
of the net worth at the beginning of the year and at the end of the year. | her 
Dr: Biarr. Yes, sir. - wo 
Mr. Hoyt. I would like to know how in the year 1959-60 you esti- ] 
mated the net worth, because the year is not closed. ave 


_ Dr. Buarr. That would be a relevant inquiry, it is always a relevant | _ bec 
inquiry if what is being shown is a rate of return in net worth, but | 501 


it is not relevant so far as this chart is concerned, since the only figure} 
for net worth on this chart is the first bar, which is April 1,1957. All| thi 
of the other bars are simply profit figures. | wh 

Mr. Hoyt. I’m sorry, I misunderstood. The other question I had yoy 
is, you took our first two quarters, and you multiplied it by 2 to © Ti 
obtain the full 1959-60 year. way 


Dr. Bua. Yes, just for that year. . ¢ 
Mr. Hoyt. That is incorrect. Ihave the actual for the third quarter | it" 
and your figures are incorrect. 
Now I propose to show the actual estimate because we have another | 
quarter in now, and you just cannot double the first 6 months of our | 
fiscal year in order to obtain a full year. It just doesn’t work. ; 
Dr. Buarr. We will be glad to revise the column in accordance with 
the showings for the three quarters instead of the two, certainly, sir. | 
Mr. Hoyt. Then you can eStimate the fourth quarter better? 
, Dr. Buatr. Right, thank you sir, we would be very glad to have that 
gure, 
Senator Keravver. Before Mr. Hoyt puts in this chart, let us get 
the one to compare it with other companies. 
This has been made a part of the record. This is one of our ex- | 
en showing a comparison. Is the exhibit number on that, Dr | 
Blair? 
Dr. Buatr. No, sir, it isn’t. 
(The charts referred to, Exhibits 88 and 90, may be found o| 193 
pp. 8916 and 8931, respectively. . ( 
Dr. Buarr. Mr. Chairman, these two charts, as it will be recalled, 
reflect the profit trend of Carter as well as those of the other leading © 
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drug companies engaged in the sale of tranquilizers, expressed in 
this chart as the rate of return after taxes on net worth, and in the 
other as percent of sales. The first chart is limited to the years 1957, 
1958, and 1959, because, as I have indicated before, we have been un- 
able to find published net worth figures for Carter prior to 1957. 
Carter’s rate of return as a percent of net worth after taxes was 49 
ercent in 1957, 44 percent in 1958, and on an annual basis for 1959 
ased on the first two quarters of this fiscal year, the indicated rate 
would be 55 percent. 

Now, if Mr. Hoyt provides us with the figures for the third quarter, 
we will correct the trend line for the year 1959. 

Mr. Horr. I have a chart to show that, but I have another question 
here. I would like to know on this chart how you estimated the net 
worth for the year 1959. 

Dr. Biarr. 1959 is the only year for which we have not taken the 
average of the figures at the beginning and at the end of the year, 
because, obviously, they are not yet published for the end of the year, 
so for 1959 they are at the beginning of the year. 

Mr. Hoyt. Therefore, I don’t think you are consistent. I don’t 
think you should do that. Accounting is a consistent operation, and 
when you take an average to obtain net worth some years, and then 
re come into another year and you just take the opening inventory, 

just don’t believe you can get a statistically sound computation that 


way. 

Rabb Keravver. It is stated here that this is an estimate, and 
it is taken by the two quarters multiplied by 2. I had thought 
that since the steel strike was over, as of the present time probably 


_ things would be better than when the steel strike was on. Whatever 


-alled, © 


acing © 


itisan estimate. 

Mr. Hoyt. Shall I submit that? 

Senator Keravuver. Yes, sir, we will be glad to receive that. Do 
you have some copies that we can have up here? 

Mr. Horr. We have copies of those charts. 

Senator Kerauver. Mr. Hanaway, do you have some copies of those 
that you can pass around ? 

Mr. Hoyt. Yes, sir. Mr. Chairman, what we have done here, we 
ee a chart, the net profit after taxes in percent of net 
worth. . 

Senator Keravver. Let’s identify this for the record : “Carter Prod- 
ucts, net profit after taxes in percent of net worth and of sales, 
1988-60.” It will be exhibit 159. 

(Exhibit No. 159 follows:) 
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Mr. Hoyt. Now we have gone back to 1938, which is the first year 
of the operation of Carter Products. We combined two of our wholly 
owned companies to form Carter Products, and this is the first year 
we could go back. Now, I would like to point out that back there in 
4 years, starting in 1938, we made just as big a net profit after taxes 
in percentage of net worth as we did in the last 4 years. 

Saher Keravuver. You made better. It is up to 60 percent after 
taxes. 

Mr. Hoyt. Now, I would also like to show that in a corporation like 
ours the net profit in percentage of net worth varies. You will have 
a good run and then it will go down, and I do not believe that you 
should consider a business on 2 or 3 years. You are in a business for 
a long term, and if you will look at the end of the chart with the 
correct estimated figure for 1960, you will find out that the net profit 
after taxes in percenage of net worth are starting to go down. 

Senator Krravuver. Is this estimated at the end of your fiscal year 
in 1960, which ends April 1, 1960? 

Mr. Hoyt. That is correct, Mr. Chairman. 

Senator Kerauver. You have estimated your net worth as of that 


time also. 


Mr. Hoyt. We have estimated it. 

Senator Kerauver. How did you do it? 

Mr. Hoy'r. Our comptroller did it. I do not know. 
Senator Kerauver. You do not know how it was done ? 
Mr. Hoyt. Yes. 


Mr. Drxon. Mr. Hoyt, on your chart, in the year 1955, when that 


| line starts sharply upward again, that was when you came on to the 
» market with Miltown, isn’t that right ? 


Mr. Hoyt. That is correct. ; 
Mr. Dixon. So you went from about 21 or 22 percent after taxes in 


| 1955 to about 56 percent after taxes in 1957, in that 2-year period when 


you brought out Miltown ? 

Mr. Hoyt. That is correct. But what I am trying to say, you can- 
not judge a business by 3 or 4 years. Now, we have had 4 years of 
Miltown. There is a terrific obsolescence in these ethical products. 


_ Now, when I see this return on net worth dip, then I begin to wonder 


if we are in a similar situation as we were back there in 1940 and 1941. 
Mr. Dixon. Our information is that meprobamate clearly is the 


; greatest seller in the tranquilizer field. 


Mr. Hoyt. It may be so today, but I wouldn’t want to bet you what 


is going to be 3 years from now. 


nator Kerauver. Mr. Hoyt, I grant you that in figuring com- 


| pany profits, you figure it over a period of years. But you never had 


any low profit on net worth, except in 1946-47, and 1951 seems to be 


| the only time you had under 15 percent after taxes. 

_ Mr. Horr. Of course, as I understand it, Mr. Chairman, if you are 
| in business and you cannot get a return on your net worth in a busi- 
hess of 20 or 25 percent, accumulated each year, then you had better 
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get out of that business and put your money some other place. | 
think a business must grow. 

Senator Kerauver. What is that? I didn’t understand. If you 
can’t make what ? 

Mr. Hoyr. I said this. My understanding is that if you are in 
business and you cannot get a return of 20 percent on your net worth, 
and accumulate it each year, after your dividends, you might better 
get out of business, because it is not a profitable operation and you 
are not going anywhere. Now, when we got— 

Senator Kerauver. You say that unless you can get—let me see if 
I understand your statement—unless you can get 20 percent—— 

Mr. Hoyvr. Return on your net worth. 

Senator Keravuver. After taxes ? 

Mr. Hoyt. That is correct. 

Senator Kerauver. And after dividends? 

Mr. Hoyr. No, and deduct the dividends. 

Senator Kerauver. 20 percent, unless you can get 20 percent— 

Mr. Horr. That is right. 

Senator Kerauver. After taxes, then you are not going anywhere! 

Mr. Hoyt. That is not correct. 

What I am trying to say is this. I can’t explain things very well, 
and I am sorry. I said that unless you can get 20 percent return on 
your net worth, what you do you deduct your dividends and you put 
that forward, your accumulation in the next year, and then you 





should get 20 percent on the net worth plus that accumulation, and | 


the thing goes on the following year, and if you can’t do that you 
are not in good business. 


Now, I want to point out that there was a period of years here | 


when our return on net worth looked very bad. 
Mr. Drxon. Is that what you referred to on page 12 as—— 


Senator Keravver. Let’s stay with this. You are not doing good 


business unless you can make 20 percent after taxes on net worth? 
Mr. Hoyt. Correct, with the inherent risks in the business. 
Senator Kerauver. That is the General Motors formula. They 
say they want to figure their net worth after taxes at 15 to 20 percent, 
usually 20. But we have found among manufacturing generally that 
that is tremendously high. The average in the United States of all 


manufacturers is 11 percent. We had a chart here from Fortune | 


magazine which showed—— 


to point out again our downward trend retained in percentage of net | 
worth. I don’t know where that is going to go. I don’t think that} 


only. 

Senator Kreravuver. Do you have an average of what. these figure 
are for 1958 through your estimate at the end of 1960? 

Mr. Hoyr. I don’t have it with me. 
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Senator Kerauver. It would look as if it would average over 30 
percent. Your heavy net worth was 1938 to 1943, and then your high 
was from 1955 on through the present time. 

Mr. Hoyr. But, Mr. Chairman, what I am trying to show is that 
business doesn’t keep on going up all the time. Your chart over here 
looks as though our return on net worth continued to go up, and that 
just isn’t so. 

Senator Keravuver. You figure net worth after you have added in 
the profit that you return to the company at the end of the year? 

r. Horr. Yes. 

Senator Kerauver. I do want to say by way of explanation that I 
understand the Federal Trade Commission—and we follow the Fed- 
eral Trade Commission’s figures in this—takes an average at the be- 
ginning and at the end of the year. 

Mr. Hoyt. That is what we did. 

Senator Keravver. Is that what you did? 

Mr. Hoyt. Yes, sir. 

Senator Keravuver. All right. Now, let’s see that Fortune table. 

Mr. Cuumpris. Mr. Hoyt, your net profit on sales for the 20 years 
or 22 years of 1938 to 1960-—— 

Mr. Horr. Percentage of net profit on sales, you mean. 

Mr. Cuumpris. Yes. Before you put that chart away, Dr. Browne, 
we have been getting testimony from most industries on both net 
worth and net sales. As I see from your net sales, you run from 
under 15, you never do reach 15 or you get pretty close to it in 1939 
and 1940. Then you have been hovering around between 5 and 8 or 
9 percent until 1958 when you go over 10, and in 1959 you are at about 


Mr. Horr. That is correct. 

Mr. Cuumpris. How do you operate your business, on net profit on 
sales or net profit on net worth? 

Mr. Horr. You have to operate a business under net profit on sales, 
because you need cash. As you expand a business, you have to build up 
your net worth, because you have got expanded inventory. You have 
expanded accounts receivable to finance, and you just have to build up 
as your business expands, and that is why in the case of an expanding 


pee the small company must make a cash profit and must have a 
i 


igh return on net worth. That is the only way to expand a small 


_ business. 


Mr. Cuumprtis. I have been running over roughly your net profit on 
sales for 22 or 23 years and it runs somewhere between 8 and 9 percent 
for those 22 or 23 years. 

Do you have any figures to show that average over that period of 


> years? 


Mr. Horr. I don’t have any average figures. I am sorry. 
Mr. Dixon. Mr. Hoyt, will you furnish the committee the supporting 
data upon which your chart is based ? 
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Mr. Hoyt. Certainly we will. We certainly will. It is based on 
our auditor’s reports. We will give you the supporting data. We will 
gladly do it. 

Senator Keravuver. We are talking about 25 or in your case the aver- 
age of about 30 percent profit on net worth after taxes over these many 

ears. 
' Dr. Buarr. Mr. Chairman, this chart is already in the record. It 
is taken from Fortune’s list of the 500 largest industrial corporations, 
ranked in accordance with their rate of return on investment, which 
as we l:ave indicated is virtually the same as the Federal Trade Con- 
mission’s figures on net worth, with the exception that it is derived on 
the basis of investment at the end of the year. 

The drug companies were underlined, and where one of the 2 
largest drug companies would fall within the 50 largest industrials if 
it did not have enough sales to rank among the 500, we have inserted it 
surrounded with parentheses; thus Carter, which is at the top of the 
listing as shown here, is not one of the 500 largest corporations in 
terms of sales. Had it been one of the 500 largest corporations, it 
would have outranked any of the 500 largest corporations as well as 
any of the 20 largest drug companies. Its profit rate, which as indi- 
cated here is 38.2 percent on its investment for the year 1958, would 
oe made it the highest of any large industrial corporation in the f 

and, 

Senator Kerauver. As I understand the Fortune table, it is not far } 
different from the calculations of the Federal Trade Commission. 

But the thing I wish you would comment on, you said that if the [ 
en wasn’t making 20 percent after sales, they weren’t doing very 
well. 

Of the 500 largest companies in the United States, only 29 of them | 
seem to be making 20 percent or better after taxes on net worth. 

Mr. Hoyr. Now may I comment, Mr. Chairman? 

Senator Kerauver. Yes, indeed. 

Mr. Hoyt. We were not in the list of these 500 companies in For- 
tune because we are a small company. Now we made a large—this | 
return on net worth is based primarily on the assets you have in run- f 
ning your business. Now where you have a principle of subcon- 
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tracting, you reduce the amount of your net worth, because part of 
your net worth are the plants of your subcontractors, and that is one 
of the reasons that our return on net worth is so high. 

Senator Keravuver. The other side of that coin is that these manu- 
facturers who are producing for you have plants and they have to 
make a profit in order to produce a product to sell to you. 

Mr. Horr. Yes, but Mr. Chairman, you might have a corporation 
that had a great investment in mortars and bricks, and was not very 
well run, and you would have a low return on net worth because of 
their investment. In our type of business, we just don’t have invest- 
ments like that. 

Senator Keravver. All right, sir, any other comment ? 

Mr. Cuxumprrs. I have one observation I wanted to have Mr. Hoyt 
comment on. Mr. Brown of Schering when he appeared before us 
made this statement when he was discussing net profit after taxes 
on net worth as to net profit after taxes on sales. 

He made this comment: That in the drug business, he said: “We 
have brains instead of a lot of brick and mortar,” indicating that 
much of your assets are in the brains of your scientists rather than 
in big producing plants. 

Do you have any observation to make on that ? 

Mr. Hoyv. I think that is so, but I don’t know how you are going 
to capitalize brains. 

Mr. Cuumpris. But if you could I guess your profits on net worth 
would be then 

Mr. Hoyt. Yes, I would like to be able to capitalize Dr. Berger’s 
worth to me. 

Mr. Cuumerts. That is a peculiarity of the drug business. 

Mr. Horr. That is correct. 

Mr. Cuumpris. As against some other business. 

Senator Kerauver. Many of these drug companies do a lot of re- 
search. Automobile, steel, and cosmetic companies, for instance, also 
+ on a great deal of research. Is there any other observation about 
this ¢ 

Mr. Horr. No, sir. 

Senator Kerauver. We have another chart showing “Drug Opera- 
eer ners of Sales Dollar, 20 Major Drug Companies, 

That will be exhibit 160. 

(Exhibit No. 160 follows:) 
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Dr. Buatr. Mr. Chairman, this represents new information not 

reviously available. The subcommittee obtained from the 20 largest 
ine companies a breakdown of their sales dollar, that is to say 
were asked to present, for their drug operations only, the amount 
represented by the cost of goods, by research, by general and adminis- 
trative expenses, by selling costs, taxes, and net profit. 

The distinctive feature of this chart is that expenses and profits 
relating to operations other than drugs are excluded. A company 
such as American Cyanamid, which has a drug.subsidiary known as 
Lederle, would and did report only the Lederle operations. Similarly 
for Olin Mathieson, which of course, like American Cyanamid, is en- 

ed in many different industries, only the figures relating to its 

rug operations which are presumably carried on by its Squibb divi- 
sion are included here. Now for the 20 major drug companies as a 
whole in 1958 the cost of goods re vealed 32 percent of the sales 
dollar. The cost of goods iesindiod all costs—labor costs, material 
costs, bottling, tableting, depreciation on plant—required to actually 

roduce a product ready for sale, other than the items noted above it. 
Now the next item noted is research. For the 20 largest drug com- 
panies on their drug operations only, the research cost as a percent of 
their sales dollars was 6.4 percent. 

Their general and administrative expenses were 11.2 percent, Their 
selling expenses were 24 percent, their taxes 13 percent, and their net 
profit 13.1 percent. 

In addition to this breakdown for the 20 major drug companies the 
chart. also shows it for those drug companies extensively involved in 
the sale of tranquilizers. It will be noted for example that the center 
bar is Carter Products. 

Carter Products’ cost of goods.as a percent of its sales dollar is 19.2 
percent. That is for every dollar of drug products sold by Carter, 
the cost of producing, bottling, and tableting represented 19 cents out 
of the dollar paid to Carter for drugs. 

Senator Krravver. I think it should be made clear that this does 
not apply only to meprobamate. 

Dr. Buatr. This applies to all of Carter’s operations insofar as 
drugs are concerned, which of course include not only its ethical drugs, 
like Miltown, Soma, and Deprol (although I believe the latter is a 
combination in which meprobamate is used), but also include its ex- 
eg and profits on its proprietary drugs such as Carter’s: Little 

iver Pills. 

: we Hoyr. Little Pills. I must correct you or I will be arrested if 
on’t. 

Senator Kerauver. Do you still make Carter’s Little Liver Pills? 

Mr. Hoyt. We make Carter’s Little Pills now. They are the same 
formula and they are very good. We get a lot of testimonial letters. 

Senator Kerauver. Mr. Chumbris said the Federal Trade Com- 
mission made you drop the name “Liver.” 

Mr. Hoyt. That is correct. 

Mr. Hanaway. After 17 years. 

Senator Kerauver. There was 17 years of litigation. 

Mr. Hoyt. We know each other pretty well. 
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Dr. Buatr. Now Carter’s research expenses for its drug operations 
as a whole are 2.7 percent of its sales dollar; general and administra- 
tive expenses are 27.8 percent; its taxes are 23.4 and its net profit 204, 

The figures for these companies on research, about which a great 
deal has been said in the course of these hearings, are as follows: The 
average for the 20 largest is 6.4, for Smith Kline & French 8.9, for 
Carter 2.7, American Home Products 3.2, and for Ciba 13.9. 

That is Ciba, United States. 

Senator Keravuver. Any comment about that? 

Mr. Hoy. I would like to comment on the low percentage of re- 
search shown, and that is one of the things that I tried to cover in my 
opening remarks, that what we wished to do is to increase the amount, 
the percentage spent on research, spend more dollars. 

We have been unable to do it because of small facilities. Now I 
would also like to point out—— 

Senator Keravuver. You are projecting what you are going to do 
in the future. You don’t question this amount? 

Mr. Hoyt. No, no. I have one other thing to point out. That 
Carter paid more taxes than anybody else. 

Senator Keravver. You made more profit. 

Dr. Buatr. Yes; its taxes were 23.4 percent as compared to an aver- 
age for all 20 companies of 13, but its net profit after taxes was 20,4 
as compared to a figure of 13.1 for all 20, and 17.2 for Smith Kline & 
French, 14.7 for American Home and 12.7 for Ciba. 

Also with the exception of Ciba, it had the largest selling expenses, 
27.8, which compared with a figure for all 20 companies of 24. And, 
of course, perhaps reflecting in part its subcontracting activities, along 
with Ciba it had the lowest cost of goods. 

Mr. Cuumpris. Mr. Chairman, just one observation. 

Mr. Hoyt, you state that from here on your research percentage 
costs will be higher. 

Mr. Hoyt. That’s right. 

Mr. Cuumrris. So if you get up into 7 or 8 percent, then that 
naturally is going to reflect in your net profit from here on in. 

Mr. Hoyt. That is what we are striving todo. Now what we have 
done, we have had to defer research because of lack of facilities. We 
have broken ground for a new research laboratory, and we propose 
to expand our research to bring that percentage up, because 1 do | 
think it is too low. 

Mr. Cuvumenrts. I note further that your general and administrative 
expenses are almost half some of the others, more than half of some 
and almost half of the general average in the drugs. 

Mr. Hoyt. That is correct. 
Mr. Cuumpris. That is efficiency and would go toward low cost in 
the general and administrative expenses. 

Mr. Hoyt. We have a small organization as I pointed out, and 
we are all operating people. 

Mr. Cuumerts. Naturally the lower those expenses are, that would 
reflect in the profits of your company. 

Mr. Hoyt. That is correct. 

Mr. Cuumpris. Where the stockholders and Uncle Sam get the 
benefit from it. 

Mr. Hoyt. That is right. 
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Senator Keravver. Just one or two pertinent observations about 
this chart. It is very helpful and this is the first time that a com- 
ilation like this has been made and published, so far as I know. 

r. Blair and Dr. Browne say they think it is the first time that in- 
formation of this kind has been shown. It is quite apparent that 
they have taken your figures and the figures of other companies and 
done a very informative and difficult job in getting this together. 

One point of interest: a great many editorials and a great many 
people have talked about the necessity of high prices and high profits 
in order to pay for research. I want to say that I am a great believer 
in research, by pharmaceutical companies, universities, government 
and everybody else in the medical field, and there should be more of 
it. But it will be observed here that sometimes people get the im- 
pression that research costs a great deal and is responsible for the 
fact that they have to pay such high prices, and that is why companies 
have to make such high profits. Jt is seen here that the average re- 
search cost for the 20 companies is 6.4 percent. That is just a little 
more than one-fourth of what their selling expense is and a little less 
than one-half of their net profit after taxes. 

So I think you will agree that research is important, but it only 
has a limited effect on the high price of drugs and the high profits 
of the company. 

Mr. Hoyt. That is correct. 

Senator Krerauver. Mr. Kittrie, do you have some questions? 

Mr. Krrrrie. I would like to get Mr. Hoyt’s response to the problem 
of advertising, promotion, and so on. Some of the major charges 
made before this subcommittee concerned this high cost of advertising 
and promotion. Now the medical profession, the legal profession 
and many of the professional organizations have what they call legal 
ethics or medical ethics committees that supervise advertising within 
these professions. 

They tell a doctor or a lawyer that they cannot advertise in a cer- 
tain way or manner, that they can or cannot use a particular adver- 
tising media. 

Now yours is the ethical drug industry. Consequently do you feel 
that possibly your advertising and promotion costs and practices are 
getting out of hand ? 

_ You have a product here, in the case of Miltown, that you came 
_ out with in 1955. It is fairly well known now on the market. . Most 
doctors should know enough about it. Yet at the same time you 
_ continue having there high advertising costs. 

Is there anything the industry or anybody else can do to reduce 
| these costs ? 

_Mr. Hoyt. I don’t know whether I can be very helpful, but I would 
like to point out to you that we in this spend $9.26 per year per 
doctor on our ethical drug price, and I don’t see how we could get 
it down below that. 

Mr. Krrrem. That’s right, but still in your own chart you show 
that you get 5.1 cents per tablet and you spend 1 cent out of this for 
advertising—that is advertising products that are already fairly well 
| known. This is not your first year with this product, so it is not a 

case Where you are trying to make it known to the doctors. 
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Apparently this product is quite well known. It is so well known 
that they make jokes about it on television. 

Now is there any necessity therefore, to go on with such extensive 
promotion ? : 

Mr. Hoyr. I don’t think our promotion is high on Miltown, that 
is the point I am trying to make—the $9.26 a year per doctor. But 
I do think this: That you must keep people constantly informed about 
what you are selling, and that is what we are trying to do with 
Miltown. 

Mr. Drxon. Mr. Hoyt, when you say keep people informed, you 
mean doctors; don’t you? 

Mr. Hoyr. I meant doctors, I am sorry. 

Mr. Dixon. Mr. Chairman, before going to the next subject matter 
here, we have put information in the record as to the salary and 
remuneration of the principal officers of these corporations. I think 
it would be orderly to put it in here with respect to Mr. Hoyt. From 
the information that we received from the Bectivities and Exchange 
Commission, it appears that Mr. Hoyt is the president and director 
of the Carter Products Inc., and his annual salary under a 5-year 
contract from July 1, 1957, is $100,000 a year. He also has an agree- 
ment with the company that if he retires after age 67, he will receive 
annually $20,000 and an estimated annual retirement benefit of $8,500, 
That information is from the 1959 proxy statement. 

It appears that Carter Products, Inc., does have a stock option plan. 
Under this plan, options were granted to Mr. Hoyt in July 16, 1957, 
to purchase 57,500 shares of stock at $27.50 each over a 5-year period, 

Senator Kerauver. Read that again. I didn’t understand. 

Mr. Drxon. Under that plan Mr. Hoyt was granted the option 
in July 16, 1957, to purchase 57,500 shares of stock at $27.50 each over 
a 5-year period, option price to him to be 110 percent of fair market 
value on date of grant. That is from notes to financial statements, 
form 10K, for year ending March 31, 1958. 

Mr. Hoyt exercised 34,500 options at $27.50 on July 28, 1959, at a 
total cost to him of $948,750. At the closing price of 7514 on Monday, 
January 25, 1960, these shares had a total value of $2,604,750. The 
6-month capital gains period will have expired by Friday of this week. 

Assuming no change in the market price, Mr. Hoyt’s total gain on 
this transaction would be $1,656,000, of. which 75 percent or $1,242,000 | 
is net profit after taxes. Mr. Hoyt still had 23,000 options unexercised [ 
by the end of 1959. At the present difference of $48 between yester- 
day’s close and the option price—that is the difference between $75.50 | 
and $27.50, which is $48—his remaining options are worth a paper | 
profit of $1,104,000 before taxes and $828,000 after taxes. 

Thus the combined paper gain from the options exercised and those 
that are still pending is $2,760,000 before taxes and $2,070,000 after | 
taxes. While the original stock option plan reserved 125,000 shares | 
at 110 percent of fair market value for holders of 10 percent or more f 
of existing stock, and Mr. Hoyt falls in that class, 95 percent of fair 
market value for others, there have been no other grants made by 
March 31, 1959, according to the 1959 proxy statement. 

Senator Krravver. You mean no other options exercised ? 

Mr. Hanaway. No others granted. 
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Mr. Dixon. No others granted. Mr. Hoyt’s effective beneficial hold- 
ings of Carter stock over and above the option stock were in excess 
of 654,000 shares. He is a holder of 50.12 percent of the stock of 
Bahdelan Corp. which is a family-owned holding company. 

Mr. Horr. That is correct. 

Mr. Dixon. Bahdelan held on May 15, 1959, a total of 1,306,000 
shares or 50.92 percent of Carter’s outstanding stock. 

Thus Mr. Hoyt held directly and indirectly 690,000 shares of Carter 
worth over $52 million, if all his holdings could have been sold at 
yesterday’s closing price. 

Senator Kerauver. Any comment, Mr. Hoyt? 

Mr. Hoyr. I would like to point out that this is really an “iffy” 
kn because I haven’t sold any stock, and I have held this 
control in Carter since 1930 when I made my first purchase. 

If I really wanted to cash in, I would have merged with some other 
company or sold out to some other company. But my sons and I have 
taken the position that we want to run the business, and I don’t think 
a paper profit means anything. 

As far as I am concerned, you make dough and you get it in the 
cash register. 

Senator Keravuver. If I may make an observation on that, Mr. Hoyt, 
stock options which are granted to you over a period of 5 years—and 
you have exercised quite a number coming out of the stock of the 
company—mean that the company is paying you additional compen- 
sation in another way. 

Mr. Hoyt. That is correct. 

Senator Kreravver. Instead of paying a higher rate of taxation, in 
this way you get a — gain of 25 percent. 

I think it is fair also to say that we have had before us Mr. Brown 
of Schering, Mr. Conner of Merck, Mr. Upjohn and top officials of sev- 
eral other companies. While in some cases, their salaries may be more 
than yours, your total compensation of salary and benefits in stock 
options is just another way of taking money from the company. It 
is greatly in excess of anything that we have seen here before up to 
this time. 

Mr. Hoyr. The only thing I can say is this: That the stock option 
was passed at a stockholder’s meeting. 

No one objected to it, and it was passed by my board. 

Senator Keravuver. All you have to do is vote for yourself. You 
or your holding company own more than 50 percent of the stock. 

Mr. Hoyt. Pardon me? 

Senator Kerauver. Didn’t I hear that your family holding company 
owned more than half of the stock ? 

Mr. Hoyt. That is correct. 

Senator Kerauver. You own more than half of the holding com- 
pany ? 

Mr. Hoyt. Yes, sir. 

Senator Kerauver. Nobody is going to vote against you. 

Mr. Horr. Well, you never know. 

Senator Kerauver. Anyway they haven’t, have they? Nobody 
voted against you when you were declaring yourself this stock option ? 

Mr. Horr. No, that’s right. 
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Mr. Dixon. Mr. Chairman, with respect to Dr. Berger, let’s find out 
his financial interest. 

According to Standard & Poor’s Industry Survey on Carter, 1958, 
we understand that Carter Co. purchased the patent on a royalty basis 
from Dr. Berger, is that dovnesk 

Mr. Hoyt. That is correct. 

Mr. Dixon. According to a report on Carter Products prepared by 
Eberstadt & Lazard Freres, dated June 1957, it is indicated that Dr. 
Berger gets a cut on royalty payments to Carter under the licensing 
of meprobamate, is that correct ? 

Mr. Hoyt. We purchased the meprobamate patent from Dr. Berger, 
that is correct. 

Mr. Dixon. And he gets part of the royalties? 

Mr. Horr. We have a royalty arrangement with him, yes, sir. 

Mr. Dixon. According to this report, Dr. Berger’s income for the 
fiscal year ending March 31, 1957, was as follows: 

His salary was $35,500. He received executive compensation in the 
amount of $18,000 and income from Carter’s purchase of meprobamate 
patent in the amount of $113,000. According to information that we 
have from the Securities and Exchange Commission for the year 1958, 
Dr. Berger received $295,755. I am not clear whether that is total, 
whether that includes salary and executive compensation and his 
royalty, or whether it is just royalty compensation. 

Mr. Hoyt. I am not sure on 1958 whether Dr. Berger shared in the 
executive’s additional compensation plan, but I don’t believe he did. 
I know he did not, he does not now. 

Mr. Dixon. What was his salary in 1958? 

Mr. Hoyt. I would have to look that up really. 

Senator Kerauver. He is here. Maybe he can tell us about it. Dr. 
Berger what did you make in 1958 by way of salary ? 

Mr. Dixon. Was it still $35,500 or was it more ? 

Dr. Bercer. Iam notsure. It,was more than 35. 

Mr. Dixon. The total you received was $295,755. 

Dr. Brrcer. That is correct. 

Senator Keravver. Is that 1958? 

Mr. Hoyt. 1958, yes, sir. 

Mr. Drxon. That includes all compensation, salary and everything 
else for 1958? 

Mr. Hoyvr. I don’t think it does include all compensation. I think 
there is a salary in addition. 

Mr. Drxon. We did not know that. So what I understand then is 
that $295,755 is his income just from royalties on the patent. In ad- 
dition to that he received a salary. 

Mr. Horr. I think, Mr. Dixon, that these figures you are reading 
are the payments we made Dr. Berger for the purchase of the mepro- 
bamate patent. 

Mr. Drxon. That is royalties? 

Mr. Hoyt. And I think his salary was in addition. Now that is my 
best understanding. 

Mr. Drxon. That is 1958. Now we understand in 1959 you paid him 
$344,000. In addition to that amount in 1959, he ceseiak salary ¢ 

Mr. Hoyt. That is correct. 

Senator Kerauver. What was his salary in 1959? 
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Dr. Bercer. $80,000. 

Senator Keravuver. He made $344,000 in royalties plus $80,000 in 
salary ? 

Mr. Hoyt. I would like to point out though, if I may interrupt, 
that this payment to Dr. Berger is mostly in payment for a patent 
which he developed, and I have had similar arrangements with other 
scientists who have worked with us. 

I believe that when a scientist develops anything, he should share 
in the fruits of his developments and this I think, this idea of not 
paying scientists for what they develop I think is all wrong. 

So I don’t think you should consider this compensation to Dr. Ber- 
ger. It is payment. He sold something which he had the right to. 

Senator Keravuver. That’s right. We want to encourage scientists, 
But I must observe that $295,000 in 1958, plus his salary and $424,000 
in 1959, that is getting way up there for a little company, isn’t it? 
You are doing pretty well. 

Mr. Hoyt. We are. 

Senator Kerauver. I was speaking about him. You are too. 

Mr. Drxon. Mr. Chairman, I have one other observation with re- 
spect to stock prices of Carter products. There was a public offering 
of stock on July 23, 1959, at $22 a share. Four hundred and fifty-five 
shares could have been purchased on that date for $10,000. The mar- 
ket value of the Carter stock on December 31, 1959, of these 455 shares 
at a closing price of $78.50 would have amounted to $35,718. This 
would have been a gain in 214 years of $25,708. During that period 
of time dividends would have been received in 1957 of $68, in 1958 of 
$364, in 1959 of $455, or a total dividend over 214 years of $887. 

Senator Keravuver. Is that correct ? 

Mr. Hoyvr. That is correct. 

Senator Kerauver. Is the stock on the stock exchange now? 

Mr. Hoyt. Yes, it is, Mr. Chairman. 

Senator Kerauver. We are going to try to finish up soon but sup- 
pose we have a 5-minute recess ? 

(Short recess. 

(At this point the following member is present : Senator Kefauver. ) 

Senator Kerauver. Let’s proceed. I think there are several addi- 
tional points that we want to cover for about 15 minutes more, and 
then if it is all right with you, Mr. Hoyt and others, we will finish 
up very early in the morning. 
Before we get to the next subject matter, I didn’t understand when 


| itwas Carter purchased the patent from Dr. Berger. 


Mr. Hoyt. Purchased the patent from Dr. Berger in January 1956. 
Senator Krerauver. And at the time it was purchased from him, 
what was he paid? Maybe, Dr. Berger, your memory might be better 
on this, so why don’t you come up here? 
Dr. Berger. All payments I receive are from sales. 
Senator Keravuver. You sold the patent in 1956. What did you 
ware 1956? What have you gotten for your patent from year 
ear? 
rt. Bercer. What I get from the patent depends on the sale of 
the product. 
Senator Kerauver. What did you get in 1956? 
Dr. Bercer. Approximately $112,000, I believe. 


9184 ADMINISTERED PRICES 


Senator Keravuver. And that is in royalties? 

Dr. Bercrer. No, that is not correct. In 1956, fiscal year, about 
$77,000. 

Senator Kreravver. Then you got some salary in addition to that? 

Dr. Berger. Yes. 

Senator Keravuver. And then in 1957 you got $113,000? 

Dr. Bercer. $112,000, I believe it was. 

Senator Kerauver. $112,000? 

Dr. Bercer. Plus salary, plus bonus. 

Senator Keravver. Plus what? 

Dr. Bercer. Plus salary. 

Senator Keravver. And plus what else? 

Dr. Bercer. And plusa bonus, I believe I got in that year. 

Senator Kerauver. How much bonus? 

Dr. Brercrr. I believe Mr. Dixon had the figure. He read it. 

Mr. Dixon. Yes, sir. 

Senator Kreravuver. Do you have them all there? You might read 
them all. 

Dr. Bercer. I just have what I received under the agreement. In 
1957 it was $112,000. 

Mr. Drxon. In 1958, it was $295,755; in 1959, $344,000. That was 
aa on royalties. 

Senator Krrauver. That was payments on royalties? 

Dr. Breroer. Yes. 

Senator Keravver. In addition to that, you got your salary and 
your bonus, and whatnot ? 

Dr. Brrcer. I received a bonus only in 1957. I haven’t received any 
bonus since. 

Senator Keravuver. What was your salary in 1958, or do you have it! 

Dr. Bercrr. I am not sure about that. I think it was $35,000. 

Senator Keravuver. Immediately before you started with Carter, 
you were teaching; did you say % 

Dr. Bercer. Yes; and I was in practice, too. 

Seaton. Keravuver. About what were you making back in those days, 
in 1955 % 

Dr. Bercer. Before I came to Carters I had a salary of $6,400, and 
I made over $20,000 in fees. 

Senator Kerauver. From your medical practice ? 

Dr. Bercer. Yes. 

Senator Kreravuver. I see. This should be an inducement for young 
people to be scientists and discover something. 

I believe that is all, unless there are some other questions of Dr. 


Berger. I did want to read while you are here, Dr. Berger—I don't | 


know whether you are familiar with this book or not—“The Mer- 
chants of Life.” It is informative and shows generally a favorable 
attitude toward the companies but it does give some very good infor- 
mation. I read one paragraph. It says: 

Just what the doctor would like to order for millions of overwrought Amer- 
icans, Wallace Laboratories, a sleepy division of Carter Products, of Little 


Liver Pill fame, grabbed Dr. Berger, trademarked his mepobamate as “Mil 
town”— 


that may be an exaggeration about them grabbing you. 
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Dr. Brercer. Yes; it is. 
Senator Keravver (continuing) : 


and plugged it as the pill to quiet a nervous nation. The response of the con- 
fessedly harried was embarrassingly enthusiastic. Wallace Laboratories had 
few contacts with the doctors who alone could prescribe the tranquilizing tablets. 
As the name passed into television language, with TV cracks urging pretty girls 
to “be my little Miltown,” the allegedly normal consumers became nervous about 
taking them. At this point Wyeth bought a license from Wallace to make 
Miltown by a quieter name, Equanil. When patients complained, “Gee. Doc, 
don’t give me Miltown, it’s comic stuff,” they got Equanil. Wyeth paid Carter 
$1.9 million royalties in 1957. 

That is on page 38. 

Dr. Bercer. You understand, Mr. Chairman, that 

Senator Kerauver. I didn’t understand that this had ever been 
advertised on television. 

Dr. Bercrr. No. You understand, Mr. Chairman, that this can 
be obtained only on a prescription of a doctor, and it did us great 
harm that this was brought to Hollywood and mentioned on television. 
We never — anybody on television to mention the product. As a 
matter of fact, it did us great harm because doctors don’t like it, and 
the only way to obtain that—— 

Senator Kmrauver. There were some quips about it, however ? 

Dr. Bercer. Yes, and it is a great pity that this happened; but it 
was not under our control. 

Senator Knrauver. Was that one of the reasons that the Wyeth con- 
tract was entered into, among others? 

Dr. Bercer. I don’t think so. 

Senator Krerauver. All right. 

Dr. Bercer. I believe that was negotiated prior to this happening. 

Senator Kerauver. Very well. 

Are there any other questions of Dr. Berger while he is here? 

Go ahead, Mr. Dixon. 

Mr. Dixon. Mr. Chairman, just. one other subject. With respect 
to sales to the U.S. Government, Mr. Hoyt, it is true, isn’t it, that 
meprobamate is sold to the Government agencies? 

Mr. Hoyt. That is correct. 

_ Mr. Drxon. And we understand that the Government agencies buy 
in bottles of 500 as against sales to the druggists in bottles of 50’s, 
isthat correct ? 

Mr. Hoyr. That is right. 

Mr. Dixon. We understand from the i mage Medical Supply 
Agency that they tried asking for competitive bids, but they aways 
got the same result. Both you and American Home bid exactly the 
same price, and the Agency was forced to settle the matter by splitting 
the award or by drawing lots or making the decision on the basis of a 
labor surplus area or something like that. Now, Mr. Chairman—— 

Senator Keravver. Is that right, the bids were the same? 

Mr. Hoyr. Mr. Chairman, as far as I know, that is correct; but, of 
course, I am not in charge of the sales of Wallace Laboratories. We 
have a ‘promotion manager who is, and I will do the best I can to 
answer the questions, 
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Senator Kerauver. The thing I don’t understand, and I have never 
understood, is that they ask for secret bids, and you and Wyeth come 
up with exactly the same bid, even though manifestly you are in a 
position to sell very much lower to the Government than Wyeth, be- 
cause you own the patent; they pay you twice as much for the product 
as you get it for and you get a royalty. I don’t see why you have to 
bid the same as Wyeth does. 

Mr. Hoyr. Mr. Chairman, we established a standard price for 
everyone. We have astandard price for the wholesale druggist in the 
city and county and State hospitals, and also for the military supply 
depots, and we have discounts for the last two categories. Now, un- 
fortunately perhaps, I believe in sticking to anything that you have 
standardized, so we just bid always our standard price. 

Mr. Drxon. Let’s talk about a standard price to the Government. 
How did you establish the standard price to the Government, that is, 
to the Military Medical Supply Agency ? 

Mr. Hoyt. We gave a discount to the Government because the 
orders were in large amounts, and they were easy to process and ship. 

Mr. Dixon. Did you establish that same price for American Home! 

Mr. Hoyr. I have nothing to do with the American Home price. 

Mr. Drxon. How do you explain that they bid the same price? 

Mr. Hanaway. Now, Mr. Chairman, if you please, we are getting 
pretty close to that area that I referred to this morning in answer to 
Senator Dirksen’s question. This is one of the very potent questions, 
that is being looked into by the grand jury in New York. I would 
like to ask the witness to be excused from any further discussion of 
those similarities of prices. 

Senator Keravuver. I take it that you testified about this before 
the grand jury ? 

Mr. Hanaway. There has been testimony by Mr. Hoyt and others 
before the New York grand jury on this subject. 

Mr. Drxon. Mr. Hanaway, it is not your contention that the grand 
jury can now hold Mr. Hoyt personally responsible? 

Mr. Hanaway. No; I know what the law is on that, too. 

Mr. Drxon. In other words, he cannot be held ? 

oe He cannot be; but he is speaking for the company 
as well. 

Mr. Drxon. And the company, if it is judged guilty, can only be 
fined $50,000? 

Mr. Hanaway. Well, I don’t know what they would do about it. 

Mr. Drxon. You know the law? 

Mr. Hanaway. I know that; yes. 

Mr. Drxon. That is the most they can be fined ? 

Mr. Hanaway. That is what it is today ; yes. 

Senator Keravver. Mr. Hoyt has testified about these matters be- 
fore the grand jury, and, of course, it is information we either have or 
can get from the military supply people down here. I think that we 
did get this from the military supply people. And, furthermore, Mr. 
Hanaway, as you well know, the court has held that just evidence of 
identical bidding, in the Salk vaccine case, does not as of now, anyway, 
violate the antitrust laws. 
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Mr. Hanaway. That is what they held in Trenton. I don’t know 
what a grand jury in New York will do. We may very well be 
indicted and we may be tried, and I don’t know what a jury would 
decide. Now, I raise this question because of the question that Mr. 
Dixon asked as to how American Home Products Co. fixed its price. 

Senator Keravuver. Let’s not ask how American Home Products 
Co, fixed its price. We will withdraw that question. 

Mr. Drxon. I will ask him the direct question and give him a 
chance to object. 

Did you have conversations with American Home Products Co. 
about their price? 

Mr. Horr. No. 


Mr. Dixon. Then why do you object to answering the question, do 
you have any explanation as to how they arrived at that price? 

Mr. Hanaway. I don’t think it is a fair question. 

Senator Keravuver. All right, do you have any explanation ? 

Mr. Hoyt. I have noexplanation. 

Mr. Dixon. Mr. Chairman, from the Military Medical Supply 
Agency we obtained a record of purchases for the years 1958 and 
part of 1959. 

Senator Keravver. Let that be made exhibit 161. 

(Exhibit No. 161 follows :) 
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Mr. Dixon. In 1958 the agency purchased a quantity of 2,000 bottles 
of meprobamate tablets in bottles of 500. The first purchase that I am 
reading was only in bottles of 50. They paid a unit price of $2.50. 
They purchased $5,000 worth, bought it from Wallace Laboratories. 
Dr. Blair points out to me the successful bidder was Wallace but the 
other bidder was Wyeth, and they both bid identically $2.50, but the 
agency bought it from Wallace. 

Also in January 1958 they bought another quantity in the amount 
of 18,680 which was the quantity in bottles of 500 and purchased it 
from Wyeth which was the successful bidder in that instance. The 
unit price was $22.50. The total price was $307,800. The other 
bidder was Wallace, and again the price was identical, $22.50. 

In April 1958 they made two purchases, the same quantities, 9,600 
bottles of 500’s. They bought the first one from Wyeth Laboratories 
. aa a total amount of $432,000. There was no other bidder on 
that bid. 

oe Keravuver. May I ask, do you have copies of this to pass 
around ? 

Mr. Dixon. No, I don’t, sir. That is the reason Iam reading. Now 
as I understand this, both Wyeth Laboratories and Wallace Laikece- 


tories bid $22.50, and it was a split award to each company in quan- 
tities of 9,600. 

In December 586,000 bottles of 500’s were purchased at $20.25, and 
the successful bidder was Wyeth. The other bidders were Stock and 
Spangler, which was rejected because it was a nonresponsible dealer, 
and Wallace Laboratories, which bid $22.50, which was higher than 
Wyeth’s bid of $20.25. On this sheet I have here, this is the only time 


that these bids were different between Wallace and Wyeth. 

There was a big quantity solicited of 21,240 bottles of 500 in Febru- 
ary, and the unit price bid by both Wallace and Wyeth was $20.25. 
Sante to Wallace on a drawing by lot. The total purchase price was 

2.090, 

Mr. Chairman, I would like to have this marked as “Exhibit 162.” 
It reflects the purchases by the Veterans’ Administration and reflects 
the same picture. I won’t comment on it but just put it in the record. 

(Exhibit No. 162 follows :) 


Meprobamate—Purchased by Veterans’ Administration 


Date Method | Quantity Successful bidder Unit | Total price 
awarded price 


July 28, 1958 i Wallace Laboratories._| $20.81 | $100, 387. 44 


Oe PUNO sehen eb cdcee bk A : Wyeth Laboratories...| 122.50 | 562,500.00 
Jan, 8, 1959 Je hea 5. ents sits 2) 562, 500. 00 
May 15, 1959 sede hee alesse , Wallace Laboratories..| 19.845 | 35,721.00 

, 192 eden hee rds : 1 19.845 | 35, 721.00 
fF Ra an eccnecennesene cecaine do : Wyeth Laboratories...| 19.845 | 142, 884.00 


'If purchased through Somerville Depot, under the centralized purchasing program, the unit price would 
be 20.85, provided the order totaled $100,000 or more for all items under the program, 


Senator Kzrauver. The price seems to be from about $20 to $22.50 
all the way through regardless of the amount bought. Is that the 


practice? Here is 25,000 at $22.50, and 1,800 at $19.84. I thought 
you made a lower price when they bought more. 
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Mr. Hoyt. For large quantities? 

Senator Kreravuver. Yes. 

Mr. Horr. No. Wehave astandard price I said to the city, county, 
and State and to the Army. Now Mr. Chairman, I am not familiar 
with this as much as I should be, so I have to take these facts as they 
are presented, 

Senator Krerauver. We will present them to you and if you have 
any comments to make later about them, you can do so. 

These do represent very substantial companies. 

Mr. Hoyr. Could we see those, Mr. Chairman ? 

Senator Keravuver. Yes. 

Mr. Drxon. Mr. Hoyt, I notice in selling to the Government—— 

Senator Kerauver. The point I want to make is that the Veterans’ 
Administration on two occasions bought amounts of $556,500, MMSA 
on more than one occasion, $800,000. These are very large purchases, 
Your price to them, both you and Wyeth, is just the same and it 
doesn’t seem to make any difference whether it is a large purchase 
or a small purchase. 

Mr. Hoyr. We sell in any quantity delivered at our list price, 
whether it is large or small. 

Senator Kerauver. You don’t give the Government any special 
break under your regular price? 

Mr. Hoyr. Yes. We sell to the U.S. Government cheaper. I 
think it is about 20 percent cheaper than our normal price list. 

Mr. Drxon. I believe that it would figure out about 20 percent. 

Mr. Hoyr. Right. 

Mr. Dixon. About 4 cents per tablet as against about 5 cents a 
tablet. 

Mr. Hoyrv. Correct. 

Mr. Drxon. To the wholesaler ? 

Senator Krerauver. I note that your price to the Government and 
to the wholesaler doesn’t seem to be very much different. You sell 
to the wholesaler at 2.65 and to the Government at 2.25. 

Mr. Hoyt. No; the Government gets about a 20 percent discount 
as I understand it from our wholesale price. 

Senator Krerauver. All right. 20 percent discount. 

Mr. Drxon. Mr. Hoyt, I notice that when you sold to the Govern- 
ment, at least to the Military Medical Supply Agency, there was also [ 
only one quantity purchased in bottles of fifties. Usually they pur- 
chased in bottles of 500’s. 

Mr. Horr. What was the date of the one? 

Mr. Drxon. It wason January 10, 1958. 

Mr. Hoyt. I don’t know about that. I wouldn’t know about that. 

Mr. Drxon. All the rest of the sales involved bottles of 500. Do | 
you sell or do you offer to sell to your wholesaler, and he in turn to 
the retail druggist, in bottles of 500? 

Mr. Hoyt. We do not. 

Mr. Drxon. Why not? 

Mr. Hoyt. Because there does not seem to be a need for that. 

Mr. Drxon. Let’s just examine that. The druggist who purchases 
meprobamate in a package of 50’s has to pay $3.25. The Military 
Medical Supply Agency, when they purchase in packages of 500 for 
$20.25, for instance, which is the purchase on here, this would amount 
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to a purchase by them in 50 tablet quantities of $22.50. When the 
Government purchased in 50’s, the price was $2.50. Even given the 
difference of 47 cents per 50 tablets, the savings to the public on, say, 
a $65 million cost to a druggist in all of the 1958 production, if it had 
all been sold in 400 milligram tablets at $3.25, would have been about 
$9,400,000. The druggist then could only add his cost; all he would 
have had to add to that would be his cost of packaging and the labor 
in packaging. 

It appears to me, Mr. Hoyt, if the druggist was allowed to buy in 
quantities, his profits could be maintained and the price to the con- 
sumer might be reduced. 

Mr. Hoyr. I am sorry, Mr. Dixon, I cannot follow figures like that. 
Ijust can’t do it. I have to see the figures. I mean you sit down and 
read a lot of figures to me and I just can’t follow that argument. 

Mr. Dixon. I think you have done very well since it has been a long 
day. I will approach it this way. Why don’t you sell or offer to sell 
to the retail druggist and let him do his own counting and his own 
bottling ? 

Mr. Hoyr. Really the only thing that has ever been told me is that 
50 is standard. 

The average prescription comes in in 12’s and it is a near quantity. 
I just don’t know. I can’t answer that question. I can try to obtain 
the information from our promotion people if you wish. 

Senator Keravuver. All right, sir. 

Mr. Dixon. Mr. Chairman, that is all I have on that point today. 
The hour is late. It isnearly 10 minutes of 6 now. 

Mr. Krrrrie. I would like to ask a concluding question of Dr. 
Berger. 

Dr. Berger, from what I understand, has done some research lead- 
ae this product and published his first results in 1946; is that 
right ? 

Dr. Bercer. Yes. 

Mr. Krrrrre. And then it took several years before it finally reached 
the consumer. Don’t you feel that it is the profit element and the 
competition element in the American drug industry that finally 
brought this product to the consumer ? 

Would it not have taken several more years before the people of the 
world would have had this product, if not the fact that the different 
American drug companies are constantly searching for new products 
on which they can have a good return ? 

' Dr. Bercer. That is quite correct. It didn’t take only a lot of 
_ time. It took a lot of money, too. Few people realize all the things 
_ you have to do if you have a new drug before you can start selling it. 
| _ You have to feed animals with it for at least a year. These animals 
_ have to multiply. Their offspring have to be fed again and have to be 
I good condition, and we had at least 200 physicians work with 
' Ineprobamate for several months, some of them over a year, before we 
made a new drug application to the Food and Drug Administration. 

That is why it took so long. 

_ Mr. Krrrrie. Dr. Berger, if you would have stayed in England, 
8 it likely that the English drug industry would have discovered this 
product and brought it to the consumer as fast as it happened here? 
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Dr. Berger. I am sure it would have taken much more time because 
funds are not as readily available in England for large scale clinical 
trials. 

Mr. Krrrrm. I notice that as late as 1943 you were working with 
the public health laboratories in Yorkshire. 

Dr. Bereer. Yes. 

Mr. Kirrriz. Then you came here, and apparently you have done 
quite well. 

Dr. Brrcrr. Yes. 

Mr. Krrrrie. Am I right in concluding that you think that our sys- 
tem is better than socialized medicine? 

Dr. Brercrr. Yes, I am quite convinced of that. 

Mr. Krrrriz. Thank you. 

Dr. Bercer. I was in England when socialized medicine was intro- 
duced. One of the reasons why I left was this very fact. 

Senator Keravuver. All right, we will stand in recess until 10 o’clock 
in this same room tomorrow. 

(Whereupon, at 5:50 p.m. the hearing recessed, to reconvene at 
10 a.m., Wednesday, January 27, 1960.) 










3y3- 


tro- 
lock 


e at 











ADMINISTERED PRICES 


WEDNESDAY, JANUARY 27, 1960 
U.S. SENATE, 


SuBcoMMITTEE ON ANTITRUST AND Monopoty, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in the 
caucus room, Old Senate Office Building, Senator Estes Kefauver, 
presiding. 

Present: Senator Kefauver (chairman). 

Also present: Paul Rand Dixon, counsel and staff director, Peter N. 
Chumbris, counsel for minority; Nicholas N. Kittries, special counsel 
for minority; Horace L, Flurry, assistant counsel; Dr. John M. Blair, 
chief economist; Dr. E. Wayles Browne, Jr., economist; Dr. Irene 
Till, economist; Herschel Clesner, special consultant; Lucile B. 
Wendt, patent consultant; Paul S. Green, editorial director; and 
Gladys E. Montier, clerk. 

(At the convening of the session, the following members were 
present : Senator Kefauver.) 

Senator Kerauver, We will get started now. Other members of 
the committee will be here shortly, we hope. Before we resume our 
hearings today, there is a brief observation that I would like to make. 
During the course of the hearings on this very important question, 
o which I hope the subcommittee will render a public service to 
the Congress and to the American people, the chairman has been 
criticized from time to time. That is all right. I expect it. The 
staff has done a remarkable job and I am very proud of every one of 
them. I have been criticized from time to time and I imagine they 
expect it and are used to it, too. But, during the hearings on steroid 
hormones, the subcommittee’s staff—and this is where some of the 
criticism came—on the basis of the bulk price for prednisolone which 
— sold to Schering, plus contract charges for testing, tableting, 
and bottling, arrived at the computed production cost, excluding sell- 
ing and distribution expenses. I tried to make clear that there were 
undoubtedly other expenses which we did not have because of 
their confidential character, perhaps on research, perhaps on admin- 
istration, or other costs. In any case, using the bulk price of the raw 
product which Upjohn sold to Schering, and taking into account the 
prices of a reliable small laboratory, the production cost excluding 
these other factors was estimated at 1.6 cents per tablet. It was 
pointed out that Schering sells prednisolone, under the trade name 
of Meticortelone, to the druggist at 17.9 cents plus some discount for 
larger sales, and its list price to the consumer is 29.8 cents per tablet. 

Several weeks after the close of these hearings, the subcommittee’s 
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staff learned that prednisolone could be purchased by drugstores at 
a price which, of course, included selling and distribution and profit 
and taxes and anything else, at 1.9 cents per tablet. 

I would like to make exhibit 163 a letter from a large drugstore 
in this area confirming the existence of the 1.9-cent price. 

( Exhibit No, 163 may be found on p. 9662.) 

Senator Krravuver. This is from Dart Drug, Washington, D.C. 
and reads: 

You may be interested in knowing that while you were holding hearings early 
in December 1959 on the steroid hormone industry, quotations were being pub- 
lished for prednisone and prednisolone at considerably lower prices than those 
you brought out in the hearings. 

There was offered to us, prednisone 5 milligram tablets at $1.75 per 100 and 
$17 pt 1,000, and prednisolone 5 milligram tablets at $1.95 per 100 and $19 

r 1,000. 

PeThe company offering these two items at the above prices, have always been a 
first-line company, and all merchandise of the best quality. We have ordered 
both items in 1,000 tablet sizes, and are awaiting receipt of the shipment. 
Very truly yours, 
Herpert H. Harr, President. 

Yesterday the staff, following the same general method of calcula. 
tion, arrived at an estimated cost for Miltown, again exclusive of 
selling and distribution costs. I reiterate that this did not include 
selling and distribution costs, as I tried to make clear, and such other 
costs which we did not feel we were permitted to try to secure from the 
company, but which they fortunately have given to the staff. 

The staff arrived at a production cost of 0.7 cents a tablet. Carter 
sells this product to the wholesaler at 5.2 cents per tablet, and the sub- 
committee’s staff figured that Carter could sell this product to the 
wholesaler at 5.2 cents a tablet if the cost of the laboratory for bottling 
was the same as for Carter. 

The price to the druggist is 6.5 cents, to the consumer, 10.8 cents per 
tablet. Mr. Hoyt, president of Carter Products, then offered for the 
record an exhibit showing the cost breakdown for Miltown. Carter's 


manufacturing costs, according to his table, come out to seven-tenths | 


of acent per tablet. Exactly the same figure had been computed by the 


subcommittee’s staff. The subcommittee’s staff estimated by using [ 
a similar laboratory, that the price to the wholesaler was 5.2 cents f 
per tablet. Mr. Hoyt said that he receives from the wholesaler 5.1 fF ‘ 
cents per tablet, and I think he allowed for a cash discount of 5f 


percent. 


STATEMENT OF HENRY H. HOYT, PRESIDENT, CARTER PRODUCTS, | 
INC., ACCOMPANIED BY DR. FRANK M. BERGER, WALLACE} 
LABORATORIES; KIRBY PEAKE, CARTER PRODUCTS, INC.; AND} 


WILLIAM L. HANAWAY, BREED, ABBOTT & MORGAN—Resumed 
Mr. Hoyr. That is correct. 


Senator Krrauver. From the very first use of these figures there > 
has been no inference by me or members of the staff of the difference f 
between the computed production cost and the price received by the f 


| pric 


drug company that represented profit. It has been clearly set forth 
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that the computed production cost is exclusive of selling and distribu- 
tion cost and certain other costs, as I have pointed out. 

The purpose of presenting these calculations was to raise the ques- 
tion of what accounts for the difference in the production cost of 
prednisolone of 1.6 cents to a price to the druggist of something less 
than 18 cents—17.9—and in the case of Miltown from a production 
cost of seven-tenths of a cent to a price to the wholesaler of 5.1 cents 
less a discount. 

Does this 5.1 cents represent after the discount is deducted ? 

Mr. Horr. It does, Mr. Chairman, yes, after the discount. 

Senator Krrauver. Then 5.1 cents is what you actually get from 
the wholesaler ? 

Mr. Hoyt. What we actually get from the wholesaler. 

Senator Kreravuver. 5.2 is the invoice figure? 

Mr. Hoyr. 5.1. 

Senator Keravver. But that is after the discount ? 

Mr. Hort. That is correct. 

Senator Keravver. All right. I submit that the figures by the 
company are remarkably close to the calculations by this staff, and I 
feel that Mr. Hoyt’s showing and the facts in Dart Drug’s letter 
completely justify the presentation made, although there may have 
been some misunderstanding as to just exactly what it meant. 

This I submit is a very legitimate question to raise. It is the type 
of question which the Department of Agriculture and farm organi- 
zations have long been interested in. Many years ago an investiga- 
tion showed how little a farmer gets for an apple as compared with 
how much the consumer pays. There arose the saying an apple a 
day costs a lot on the way. : 

[ personally think, Mr. Hoyt, that there is something wrong with 
the industry’s method of operation. In one instance, a drug costs 
16 cents to produce and ends up by costing the drugstore nearly 18 
cents, and the consumer 28 or 29 cents in the other case, what. costs 
seven-tenths of a cent to produce ends up by costing the wholesaler 
5.1 cents, the druggist 614 cents, and the consumer over 10 cents. 
_ What the answer can be or should be to this problem, I frankly don’t 
_ know. But we are dealing with the most vital necessity of life of 
' ty product in our economy—drugs. In the matter of a diamond 
' Ming or another pure luxury—of course, a diamond ring for 4 wo- 
, Ian may be a necessity, but a diamond ring for a man may not be a 
_ luxury. The public interest is not so involved. 
| There is a very large profit involved, a very high price, but here 
| Weare dealing with drugs which are vital to all people, and par- 
_ leularly to sick people. In this ethical drug business we are deal- 
» Ing with drugs prescribed by the doctor specifically and the con- 

sumer has no alternative but to get that 5g The industry and the 


Congress in my opinion have an obligation to the American people 
| to try to find some means by which this very large spread in the cost 
| tomake a tablet and what the drugstores and the consumer end up 
_ by paying for them can be materially reduced. 

I want to make it very clear that if I were called on to vote for 
_ ptice controls on medicines today, I certainly would not do so. As 
| Thave stated repeatedly, I am not for that. I hope that there is some 
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other way. I hope that this is a matter that we will all consider very, 
very seriously in connection with our obligations. 

Before we start, Mr. Hoyt, do you wish to make any comment? 

Mr. Hoyr. I have no comment, Mr. Chairman. 

Senator Kerauver. I want to thank you, sir, for submitting this 
breakdown. It is informative. If we had secured the same informa- 








































tion from other companies, our work would be made very, very much 18 
easier. 
Mr. Hoyt. Thank you, Mr. Chairman. Be 
Senator Kerauver. I may be mistaken, but Mr. Chumbris seems to | 
remember that some of the other companies did give us some kind of [ m 
a breakdown, but I didn’t think it was, in any event, in the detail that . 
you have given us. | 
Mr. Cuumpris. May I comment just briefly, Mr. Chairman? On | oti 
the second day Mr. Brown of Schering gave a breakdown as to pro- 
duction costs, selling, and distribution, research, administration, taxes, | ms 
and it came out to 12.4-percent profit. we 
The next day Conner came on and he had a determination to show 
what he actually received from the wholesaler, and he broke it down, | St 
and his came out to 33-percent markup before taxes. After taxes 
it amounted to 13-some percent. Then on Saturday, Dr. Upjohn * 
came before the subcommittee and he gave a breakdown on each item 
because Senator Wiley asked him that specific question, and he broke | sa 
it down and they made an average—I understand they didn’t give | , § 
it by tablet nor did Miltown give it by tablet because he has a note | Ig 
here saying: uet 
These expense items are average for Carter’s ethical drug business. bs 
No company as I understand it makes a breakdown in their own I 
books as to each product that they produce. wel 
Senator Keravuver. The record will speak for itself, and if I am mis- S 
taken then Mr. Chumbris is right, but I am stating my best memory. ) 
My best memory is that Schering, Merck, and Upjohn said that their S 
net on sales after taxes was a certain amount, 13 cents on a dollar or | the 
13 percent. They went on then to break down that 13-cent figure. Ag 
That is my recollection of it, and that is quite different from the de- | gen, 
tailed production, manufacturing, research, and advertising costs on | to ¢ 
each tablet. M 
But anyway the record will speak for itself on that. I had askedif | oy 
you wanted to make some comment. Ss 
Mr. Hoyt. No comment, thank you, Mr. Chairman. min 
Senator Keravver. Thank you, sir. There are one or two things! | offic 
would like to try to get straightened out before we proceed. I was M 
trying to remember how many mailings on Miltown you sent to physi- S 
cians during some particular year. M 
How many was it? at al 
Mr. Hoyt. I don’t think we said how many mailings we sent. Wef 
said in my opening, I mentioned the cost for reaching the physician. | yoy 
Senator Keravuver. I thought Dr. Berger said that you put out § F to th 
10 or some number of mailings a year or over some period. M 
Mr. Hoyt. I think, Mr. Chalten, Dr. Berger was mentioning the > §¢ 








mailings, the number of mailings we made of the booklet. 
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Senator Kerauver. What was it you said, Dr. Berger, as to some 
number of mailings to all the physicians in the United States? 

Dr. Bercrer. The mailings—— 

Senator Kerauver. Mr. Hoyt’s statement did say that total adver- 
tising and promotion costs for Miltown last year was $9.22 per physi- 
cian. That is less than 77 cents a month per physician and less than 
18 cents a week. 

But you mentioned that you sent out a number of mailings, Dr. 
Berger. What was the number? 

Dr. Bercer. I couldn’t recall offhand. I would estimate that we 
made perhaps 25 or 30 mailings last year. 

Senator ‘AuvVER. To the physicians of the United States? 

Dr. Bererr. To general practitioners, psychiatrists, and certain 
other specialists, not to all physicians, 

Senator Kerauver. How many would that be now? I mean, how 
many physicians would that be? I seem to recall somebody said there 
were 150,000. 

Dr. Bercer. There are about 200,000 physicians now in the United 
States, and we make mailings to about 92,000 or so. 

Senator Kerauver. And you put out about 35 mailings, you would 
say, on Miltown ? 

r. Brercer. I would estimate so, yes; and that would include 
samples and reprints and the booklet and the basic brochure, and so on. 

Senator Keravver. Mr. Hoyt and Dr. Berger, either of you, accord- 
ing to Exhibit 160, your advertising and selling costs on Carter Prod- 
ucts seem to be 27.8 percent in 1958. You don’t use detail men, so I 
would guess that a large part of that would be the mailings that you 
send out to physicians. 

Mr. Hoyt. Mr. Chairman, this includes our advertised medicines as 
well as our ethical medicines. 

Senator Kerauver. That includes all your drug products? 

Mr. Hoyt. That is correct; yes, sir. 

Senator Kerauver. In any event, when you come to advertising to 
the Government, how do you advertise to the Military Medical Supply 
Agency and to the Veterans’ Administration? I assume that you do 
send mailings to the doctors who have charge of these operations and 
to the heads of the purchasing departments? What do you do? 

Mr. Horr. I believe that the doctors connected with the Govern- 
ment get our regular mailings. 

Senator Kerauver. Of course in MMSA and in the Veterans’ Ad- 
ministration you would be particularly interested, I suppose, in the 
officials concerned with the purchasing of Miltown. 

Mr. Horr. Yes, sir. 

Senator Kerauver. Do you send them special mailings? 
= Hoyt. No; not as far as I know. We make no special mailings 
at all. 

Senator Keravver. Certainly it would not cost nearly as much for 
you to advertise to the Government as it would for you to advertise 
tothe medical profession generally ? 

Mr. Hoyr. No ; I do not suppose it would. 


Senator Keravuver. I notice you said that your price to the Govern- 
ment and to large buyers was regardless of the amount sold. That is 


35621—60—pt. 16——21 
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shown by the record here, that whether the purchase was for $20,000 
or $462,000, there was the same price per tablet. That was your testi- 
mony yesterday. 

Mr. Hoyt. Yes, sir. 

Senator Kreravver. Is that in a published price list that you have? 

Mr. Hoyvr. No. I believe that the Armed Forces ask for offers on a 
bid basis. 

Senator Kerauver. Secret bids? 

Mr. Hoyr. Yes, sir. 

Senator Keravuver. I know; but apparently you give the Govern- 
ment somewhere between a 20- and a 25-percent discount. 

Mr. Hoyt. That is correct. 

Senator Keravuver. Which is less than the amount of your general 
selling and advertising cost. Do you have any published information 
as to your price to hospitals, Government, and to public institutions! 

Mr. Hoy. 1 do not know whether we do. I do not believe we do, 
Mr. Chairman. You mean to Government hospitals? 

Senator Keravver. I was just trying to understand. Does the Gov- 
ernment advertise by the generic name meprobamate ¢ 

Mr. Hoyt. They do, that is correct ; meprobamate. 

Senator Keravuver. But in the United States there can only be two 
real bidders; is that correct ? 

Mr. Hoyr. That is correct, Mr. Chairman. 

Senator Kerauver. You and Wyeth % 

Mr. Hoyr. Right. 

Senator Keravver. Is your office in Philadelphia ? 

Mr. Hoyvr. Our office is in New York City. Our plant is in New 
Brunswick and we have another plant in Momence, Ill. 

Senator Kerauver. Do you know the Wyeth people? Where do 
they have their office ? 

Mr. Horr. Do I know them? 

Senator Keravuver. Yes. ‘ 

Mr. Hoyt. Yes; Ido know them. 

Senator Kerauver. Who is the head of their sales division?’ 

Mr. Hoy. Well, I don’t know the sales people, but I know the 
president, Blades. 

Senator Krerauver. Where do they have their offices? 

Mr. Hoyt. Wyeth? 

Senator Keravuver. Yes, 

Mr. Hoyt. Philadelphia. 

Senator Krravuver. Do you belong to the same associations and 
clubs? Do you have meetings there 4 

Mr. Hoyr. I belong to no club that Mr. Blades belongs to. We both 
belong to the PMA, Pharmaceutical Manufacturers’ Association. 

Senator Keravuver. I suppose that 

Mr. Hoyr. I see him about once a year, Mr. Chairman. 

Senator Krravver. I suppose that Mr. Peake, who is administra- 
tive vice president, sees people in Wyeth? Dr. Berger sees people in 
Wyeth. Others in your organization see and talk with people 
Wyeth, don’t you think so? 

Mr. Hoyr. Mr. Chairman, I don’t think Mr. Peake does, but I do 
think that Dr. Berger has contact through the scientific people con- 
nected with Wyeth, because they have mutual problems on resear¢h. 
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Senator Kerauver. When you see these Wyeth people, what do you 
sti- 


talk about, Mr. Hoyt? Do you talk about drugs? 

Mr. Hoyr. Yes. We talk about general problems dealing with 
meprobamate. 

Senator Kerauver. What would be such general problems? 

Mr. Hoyt. Well, if we think there is a counterfeit, we think some- 
one is infringing our patent in a foreign country, problems like that. 
We will talk about the problems of combinations of meprobamate 
with another drug. 

Senator Kerauver. Do you think you would ever get around to 
talking about how much you sell ? 

Mr. Hoyt. How much we sell ? 

Senator Kerauver. Yes; how much you sell, how much they sell. 

Mr. Hoyt. Well, we might say our sales are good and they say their 
sales are good. But of course we know what their sales are because 
they render us royalty statements showing their sales, so there is not 
much point in talking about sales with them. 

Senator Kerauver. Do you talk about the retail price? 

Mr. Hoyrr. No. 

Senator Kerauver. The price at which the druggist is selling? 

Mr. Hoyt. No, we never talk about retail price or wholesale price. 

Senator Krerauver. How would it be possible, Mr. Hoyt, to have a 
general discussion about the problems of meprobamate, Miltown and 
Equanil, without in some way or another getting around to the dis- 
cussion of prices? 

Mr. Hoyvr. I do not think price is our problem. We fix—we set a 
price. We have a fixed price list, and we stick to it. That is not any 
problem. ‘ 

Senator Krrauver. Do you discuss the fixed price that you have 
with them ? 

Mr. Hoyt. No. We were on the market first. We established a 
price at_ $2.60 to the wholesalers for 50 tablets. Weyeth did not come 
on the market until—I think we established our price in April 1955, 
and I believe that Wyeth came on the market in August or September. 

Senator Kerauver. You once sold these druggists in 500 quantities, 
did you not ? 

Mr. Horr. That is correct. 

Senator Kerauver. And Wyeth did also? 

Mr. Hoyt. That is 
_ Senator Kerauver. Then both of you changed and started selling 
in bottles of 50 tablets at the same time. How did that come about? 

Mr. Hoyt. I think that our promotion department—— 

epee Keravver. Go ahead, sir. Your promotion department 
What ¢ 
| Mr. Hoyt. I think our promotion department decided that the 500 
| Size for hospitals—you are talking about the 500 size for hospitals? 

Senator KrrAvver. Yes, sir. I think you sold to the druggists at 
one time in quantities of 500. 

Mr, Horr. I don’t think we did. 

Senator Krrauver. Anyway, to the hospitals. 

Mr. Hoyr. Well, we found out when we sold to the hospitals that 
the pharmacists in the hospitals, because the price was cheaper in 
‘larger quantity, were selling the tablets to the retailers, and we got 
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the complaints from the retailers, and I believe that 2 months ago 
there was a pharmacist in a hospital convicted of this practice. 

Senator AuverR. The point is that you and Wyeth were both 
selling in 500’s to the pharmacist in the hospitals. You both changed 
the policy at the same time. How do you get around to doing that 
unless you talk the matter over? 

Mr. Hoyt. We changed it. I don’t think that is a discussion about 
price. That is a discussion about a trade practice. 

Senator Keravuver. I am really very much interested in the closed 
bids of the Veterans’ Administration and the MMSA on a drug under 
its generic name. It is supposed to be a secret, yet you and Wyeth 
invariably—with only one exception out of many, many examples, 
which may have been a miscalculation—come up with identically the 
same price. How can you do that unless you have something pub- 
lished? I just don’t understand. 

Mr. Hoyt. Well, we get a bid. I mean we are asked to bid on 
meprobamate from the Government, and our promotion department 
= in our bid that we have decided on, which is a fixed price. We 

ave a regular price. Now, last night after the discussion yesterday, 
Mr. Chairman, if I may—— 

Senator Keravuver. Yes, sir. 

Mr. Hoyt. I have written down the bids on negotiated contracts, 
It isa recapitulation. I thought it would be of assistance. I’m sorry 
I don’t have—I have a copy for you, and I think it might simplify 
the discussion. 

Senator Keravuver. We will make this exhibit 164. This is a re- 
capitulation of U.S. Military Medical Supply Agency bids on con- 
tracts, and exhibit 165, the same for the Veterans’ Administration. 

(Exhibit Nos. 164 and 165 follow :) 


Recapitulation—U.S. Military Medical Supply Agency bids on negotiated 
contracts, 1958-59 


Number of 
Date of bid issue bottles Wallace Amount 
(500’s) bid 


Awarded to~ 


Company 








Ne dren wee f 13, 680 | 1 $22. 50 $307, 800 | Wyeth ____. 

ARMOR S25 ea 2;000| 12.50 5,000 | Wallace.____|__- 
Wetcs, 1. 65... .--.24- 19,200 | 122. 50 432,000 | Wyeth____- 
Roe TE Fe. cence 9,600 | 122.50 DUONG 1 BOM don ck Micccinccet 
Nov. 89) 2900 coec-----nsenns- 6,000 | 122.50 ]{  ¢ 13500) |hwyeth..... 

Web ees. 43, 560 | 1 20.25 882090 | Wallace...__|__.___ 
Abe G; MOO Sussi-5 cise sods 22,128 | 120.25 448,092 | Wyeth...__- 





ene ye 100s. 25s 18,768 | ° 19. 845 








1 Less 2 percent. 
2 Labor surplus area; tie bid. 

3 Small business; tie bid. 

: a bid same price, bit split for reasons unknown: to Wallace $216,000, equal award to Wyeth. 
¢ Actual. 

7 Low bid. 

® Coin toss; tie bid. 
® Net. 
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Recapitulation—Veterans’ Administration orders 


Date of Number of Wallace 
bottles (500’s) bid 


; om 


Mr. Hoyr. The first date bid issue is January 13, and we have a 
number of bottles. Wallace bid $22.50 less 2 percent. That is the 

rice that we decided upon. The dollar amount of the bid was 

0,780. Wyeth bid $22.50 less 2 percent. Wyeth was awarded the 
bid because they were in a labor surplus area. 

Senator Keravuver. That was an identical bid. 

Mr. Hoyr. That is correct. The next bid was January 21, 1958. 
Number of bottles was 2,000—50’s they wanted. We bid $2.50 less 2. 
It was awarded to us. 

Senator Kerauver. Wyeth didn’t bid on that. 

Mr. Horr. Then they bid $22.50 less 2—no, they didn’t bid on that 
one. It was a tie bid. Small business; it was a tie bid and we got it. 
The next is March 3, 1958. 

Senator Kerauver. This tie bid was split. 

Mr. Hoyt. Well, I don’t know; it was a small quantity. It was a 
tie bid and it was awarded to Wallace. 

Senator Kerauver. This is for $432,000. 

Mr. Horr. No; I am talking about the one above that, Mr. Chair- 
man, January 21, which was for 2,000 bottles of 50’s in a bottle. The 
dollar amount of the bid was $5,000. Now the next bid was March 3, 
1958, 19,000 bottles of 500’s. We bid $22.50 less 2 percent. The total 
dollar amount of the bid was $432,000. Wyeth bid $22.50 less 2 per- 
cent. Wyeth got the bid because they were in a labor surplus area. 

Senator Kerauver. Mr. Hoyt—— 

Mr. Hoyt. What I would like to show is that the prices are not al- 
ways the same as we get down here. On April 11, 1958, there was a 
bid on 9,600 bottles of 500’s. We bid $22.50. The bid was split. Both 
had the same price and the bid was split for some reason, we don’t 
know. Now on the next bid, November 17, 1958, the bid was for 6,000 
bottles of 500’s. Wallace bid $22.50 less 2 percent. Wyeth bid $20.25 
less 2 percent. 

It was awarded to Wyeth, low bid. 

oo ga KEFAUVER. ich one is it that you were just talking 
about 

Mr. Horr. November 17, Mr. Chairman, 1958. We bid $22.50 less 2. 
Wyeth bid $20.25 less 2. 

enator Kerauver. That is the exception that I referred to in my 
statement a few minutes ago. 
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Mr. Hoyt. Now, there is another one. February 5, there was 43,560 
bottles of 500’s. Wallace bid $20.25. It was a tie bid and we got it 
by a draw. Now, on the next bid it was April 6, 1959. Number of 
bottles was 22,128 of 500’s. We bid $20.25 less 2. Wyeth bid $19.845 
net. They received the bid. 

Mr. Dixon. What is the difference between net and that bid? It is 
identical, isn’t it? Two percent discount on $20.25 less 2 percent is 
the same as $19.8414 net, isn’t it? 

Mr. Hoyt. That is correct; but the Government apparently looks 
at the final bid and doesn’t look at the discount. Now I don’t know. 

Mr. Dixon. It is still identical though. 

Mr. Hoyr. But what I am trying to point out, Mr. Chairman, is 
Wyeth reduced their price and on the next bid we came down. 

enator Krrauver. But, $20.25 less 2 is exactly the same as Wyeth’s 
bid of $19.845. 

Mr. Horr. Apparently it wasn’t to the Government. They awarded 
it on the low bid. That is what they said. 

Senator Krrauver. I don’t think that holds water, frankly, if I 
may say so. 

Mr. Hoyvr. I am just repeating what I was told. 

Senator Kerauver. Those buyers are pretty sharp people. They 
or what net is and they know what a 2-percent discount is—but go 
ahead. 

Mr. Hoyr. On the last bid I have here of September 2, 1959, for 
18,760 bottles of 500’s, Wallace bid $19.845. The total amount of the 
bid was $372,281. Wyeth bid $19.845, the same bid as ours, and they 
were awarded the bid. 

Senator Kerauver. That is down to one-thousandth of a cent. 

Mr. Hoyv. Because they are in a labor surplus area. Most of the 
bids they get is because they are in a labor surplus area apparently. 

Senator Krrauver. That is a good law, to give preference to labor 
surplus areas. But you have cases here where the bid is identical down 
to one-thousandth of a cent. 

What I am worried about is whether there is competition. I frankly 
don’t see it in this picture. It is costing the Government a whole lot 
of money. 

I don’t understand another thing, Mr. Hoyt. Take your September 
2, 1959, bid. You and Wyeth both bid $19.845 net. In your Novem- 
ber 17, 1958, bid, you and Wyeth both bid 22 

Mr. Hoyt. No, sir; Wyeth bid $20.25. 

Senator Kerauver. That was the exception. Let’s take another 
one. Take April 11, 1958, $22.50 less 2 percent, $216,000. That was 
split between you and Wyeth. That is a different price from your 
September 2, 1959, price. That isa little bit higher. 

Mr. Horr. That is correct. We have reduced 

Senator Krravuver. How do each of you know that the price is 
going to be a fraction of a cent lower or a fraction of a cent higher! 

Mr. Hoyvr. We have no way of knowing, but my understanding, Mr. 
Chairman, is that after the bids are awarded the price at which the 
successful bidder received the bid is disclosed. Now I am not in this 
department of Wallace Laboratories, and I am just giving you my 

knowledge to the best of my ability. 
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Senator Keravver. I notice you went down about $1, when you 
consider the 2-percent discount. 

Mr. Horr. Then we drop a dollar; that is correct. 

Senator Keravuver. But what I don’t understand is how you both 
go down that dollar in September of 1959 and wind up with a price 
that is $1 less. I admire you for going down $1. 

Mr. Hoyt. Thank you. 

Senator Kerauver. But how did you arrive at the same price in 
competitive, secret bidding down to a thousandth of a cent? How 
did each of you know exactly how much you were going to go down? 

Mr. Horr. What we have lou doing here as it appears from this is 
that if Wyeth reduces their price on the next request for a bid, we 
reduce our price to their last bid that they were successful in obtain- 
ing. If you will look at the last, the April 6, 1959, bid, we bid 20.25 
less 2, Wyeth 19.845 net. They received the bid apparently because 
the Government thought that was cheaper than 20.25 less 2. 

So when we got another offer we quoted the same way, 19.845 net, 
just the same thing. 

Senator Keravuver. It is still difficult for me to understand, 

About talking to people in Wyeth and working together, I was 
thinking about this memorandum that Dr. Berger sent to you which 
I read yesterday. In 1957 there was apparently an unfavorable test 
that caused convulsions, partially unfavorable anyway, out in Okla- 
homa. Then Dr. Berger says: 

Wyeth will take care of early publication of this study, probably in the 
American Journal of Medical Sciences. 

How would you know that, Dr. Berger? What do you mean “take 
care of”? How do you know that they are going to take care of it? 
(The memo referred to, exhibit No. 148, may be found on p. 9140.) 

Dr. Bercer. I asked. I met on this occasion with Dr. Shaw who is 
assistant medical director of Wyeth Laboratories and he is acquainted 
with the doctor in question. So I asked him “When are you going 
to—where is this fellow going to publish and when is he going to 
publish ? 

And he told me, 

Senator Keravver. It indicates here that you do have meetings with 
their medical people and talk over all these matters ? 

Dr. Bercer. Oh, yes, sir, sure. : 

Senator Keravuver. It says in this memorandum that there was an 
unfavorable editorial in the General Practitioner: 


To counteract the editorial on the habituation to meprobamate—— 


Dr. Brercrr. I believe. 


; Senator Keravuver. Just a minute. 
in the GP— 


Wyeth will arrange for letters to the editor to be published in the GP written by 
Drs. Sainz and Merliss. 


a they employees of Carter, employees of Wyeth, or who are 
they ? 

Dr. Bercer. As far as I know they are not employees of Carter or 
employees of Wyeth. They are medical officers at large mental insti- 
tutions, and I am not personally acquainted with these gentlemen. 






[Continuing] which appeared 


9204 ADMINISTERED PRICES 


But Dr. Shaw mentioned to me that he knows them, and that he 
happened to speak to them and that they reported that they have been 
using meprobamate in a very large scale, on a scale similar to that 
used by the witness last week, Dr. Brill, and they told him that in 
thousands of cases they have not seen a single case of habituation, 

So I asked Dr. Shaw, who was acquainted with them, to go to them 
and ask them to write letters to the Journa] to show that people who 
had opportunity to evaluate meprobamate in so many patients that 
never saw a case of habituation. 

Senator Kerauver. Then you clear up a point. You do have meet- 
ings where you talk over these matters. You can tell your president 
what Wyeth is going to do, and they can tell their president what you 
are going to do, 

Dr. Bercer. Sir, I have meetings with the medical people. I am 
interested in the medica] aspects. 

Senator Krerauver. Aren’t you interested in the financial aspects! 
You get a very substantial royalty from sales, so you do have an in- 
terest in the financial aspect too. 

Dr. Bercer. Yes, but it wouldn’t be appropriate for me to discuss 
that with the medical people of Wyeth. 

Senator Keravver. It might not be appropriate, but you do have 
a very direct interest in the amount of sales; do you not? 

Dr. Buatr. Mr, Chairman, may I ask one brief clarifying question. 

Senator Kerauver. Let me get an answer. I think that is obvious. 
You get an increase in royalty if more is sold and less if less is sold; 
is that not true, Doctor ? 

Dr. Bercrer. Yes; I am receiving a royalty. That is true. 


Dr. Bua. Excuse me. Mr, Chairman, in connection with one of 
the points that arose in the discussion between you and Mr. Hoyt, on 
page 15 of Mr. Hoyt’s statement, there is the following : 

Our total advertising and promotion costs for Miltown last year was $9.22 


per physician. This is less than 30 cents’ worth a month per physician; less 
than 18 cents a week. 


Now in Carter’s reply to our questionaire the total amount given 
as expended by Carter die its drug operations only on samples, direct 
mail, periodicals, media, sales promotion and sundries was $8,437,000. 

This does not include salesmen and detailmen’s compensation ex- 
penses or other selling expenses. All of these items that I have men- [ 
tioned fall under the general heading of advertising and promotion. [ 

Now this works out at 100,000 doctors to whom mailings were sent— | 
92,000 I believe—— 

Senator Keravver. I think it said 90,000. 

Dr. Buatr. For purposes of simplification let’s use 100,000. This | 
works out not to $9.22 per physician but to $84.37 per physician. 

Mr. Hoyt. Shall I answer the question ? 

Senator Keravuver. Yes, sir. 

Dr. Buarr. We are seeking to reconcile the figures. 

Mr. Hoyt. I thought when you looked at those figures you asked 
us for our expenses on our drugs. 

Dr. Bua. That’s right. 

Mr. Horr. That includes advertised drugs, and that brings that 
figure up. That is not just the ethical drugs. I thought that was 
made clear yesterday. I think that you mentioned that. 
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Senator Kerauver. You mean that what you say in your statement 
refers to everything? Is that what you mean ? 

Mr, Hoyt. Yes, sir. That is what we were asked todo. We were 
asked to make the statement on the basis of the medicines we sold, 
and it was mentioned by somebody here yesterday. 

Senator Kerauver. What Dr. Berger was talking about—— 

Mr. Horr. Pardon me, I mean the figures we submitted that Mr. 
Blair is reading are based on our total drugs. But my statement is 
based on an analysis of how much we spent to reach the doctors on 
our ethical business. 

Senator Kerauver. Suppose we get it cleared up in this way. Mr. 
Hoyt said— 

Our total advertising and promotion costs for Miltown last year was $9.22 
per physician, 

So you must have there what your advertising and promotion costs 
ina round sum were last year. 

Mr. Hoyt. Yes, sir. 

Senator Kerauver. What is it? 

Mr. Hoyt. I don’t recall. I don’t have that figure with me. 

Senator Kerauver. Dr. Berger must have the figure. Do you have 
the figure, Dr. Berger? 

Dr. Buatr. In this connection, Mr. Chairman 

Senator Keravuver. Let’s see if they have the figure. 

Mr. Hoyt. We have the average. 

Senator Kerauver. Or Mr. Peake may have it. 

Mr. Horr. It is very difficult to break down advertising by 
products. 

Senator Krrauver. You broke it down in your statement. 

Mr. Hoyr. That is right; yes; I was given those figures, Mr. Chair- 
man, 

Dr. Buarr. Mr. Chairman, I should point out that what I was re- 
ferring to was drug operations only. Now, for example, item 14 on 
our questionnaire, which is the cost item specified as “media,” the 
figure included for drug operations only is $3,097,000, but for the 
corporation as a whole, it is $10,377,000. Consequently, it can be 
seen that the dollar figures for the corporation’s activities as a whole 
_ areconsiderably larger than those to which I referred. 

_ Mr. Hoyr. I did not quite follow what item it was. I did not hear 
/ you, 
_Dr. Buarr. Item 14, which is the biggest single item of the $8 mil- 
lion that I referred to, is, for drug operations only, $3,097,000. For 


. | the operations of the corporation as a whole, the figure is $10,377,000. 


Mr. Horr. That is correct. 

Dr. Buarr. You are clear that what we are referring to here is onl 

_ your expenditures for drugs. I realize that probably includes expend- 
_ Itures for your proprietary as well as ethical drugs. 

| Mr. Hoyr. That is correct, yes. 

Dr. Buarr. But taking these items alone and excluding the sales- 
men’s detailed compensation, which I assume would probably be to a 
iatge extent chargeable to ethical a, 

r 


Mr. Horr. No, that is not so. They would not be a large part 
 ¢thical drugs. 
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Dr. Buatr. Could you give us a breakdown of that column just 
for those items between ethical drugs and proprietary drugs, sir. 

Mr. Hoyrt. I don’t have it with me; no, sir. 

Dr. Buatr. Could you provide it ? 

Senator Keravuver. You will endeavor to provide it? 

Mr. Hoyt. Pardon me? 

Senator Keravver. Could you provide it for us? 

Mr. Horr. We can provide it to you. 

In other words, let me understand it, Mr. Blair, clearly. You want 
us to break out from that item advertising and promotion, what we 
spent on ethicals alone. 

Dr. Buarr. Items 9 through 16, yes. 

Mr. Hoyt. We can do that. 

Dr. Buarr. That will be very helpful. 

Mr. Hoyr. Yes, sir; we will be elad to do it. 

Dr. Biarr. You can see the difficulty in reconciling this. 

Mr. Hoyr. In other words, you wish me to break out from that 
item what we spent on advertised medicines ? 

Dr. Buarr. Prescription medicines, 

Mr. Hoyvr. That is right. 

Dr. Bua. That is right. 

Mr. Hoyt. We will do that. 

Dr. Buatr. Thank you, sir. 

Senator Kreravver. Do you have with you, gentlemen, previous 
copies of your Physicians’ Reference Manual? This is the fifth edition 
we have here. If you have the first four editions, we would like them, 
not to copy them into the record, but to have them for reference pur- 

oses, 
. Dr. Brercer. We happen to have a copy of the fourth edition here. 

Senator Kreravver. Can you get together the first four? Give us 
what you have now and then get the others. 

Very well, let’s proceed to whatever else we have. 

Mr. Drxon. Mr. Chairman, before going to the next subject, I just 
remembered seeing in the press not too long ago that one method of 
advertising Miltown was by a phonograph record. One side of it 
has a very fine piece of music, and the other side has something to 
say about Miltown. Is that one of the examples of the way you reach 
the physician in this advertising program ? 

Mr. Hoyt. May I comment on that ? 

Mr. Drxon. Yes, sir. 

Mr. Hoyt. Because I thought that was coming up because of the 
publicity we got. 

Mr. Dixon. I saw it in the papers. 

Mr. Hoyr. Yes, that is right. I saw it, too. It was on the front 
page of the Herald Tribune in New York. Now, the inference was 
that these were great big playing records. These are small records, 
the kind you buy for your kids. Here is what they are talking about. 
These records cost us 30 cents to reach the doctor. Now, I can read 
what the records are. These records have musical selections on one 
side, and informative statements concerning certain of our products 
on the other. This approach is one long used in the industry. It 
permits the doctor to listen or not to listen as he wishes. And he — 
listen at his convenience. It is also an exceedingly low cost approac 
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to physicians. The records referred to in the news story cost only 
30 cents each to produce, and mailed to the doctor. In fact, as indi- 
cated in my opening statement, for national advertising promotion 
costs last year for Miltown it was $9.22 per physician. This is less 
than 77 cents per month per physician. 

Now, I would also like to add this: That to find out whether the 
doctors were in favor of this, we mailed a postal card with them to 
the doctors. We got roughly 9,600 replies, of which 98 percent asked 
us to continue to send the records. 

Mr. Drxon. On that point, just for the record, approximately how 
many did you write to, to get that number of replies? 

Mr. Horr. We wrote to 100,000. 

Mr. Dixon. You received 9,000 replies ? 

Mr. Hoyt. The doctors sat down and wrote. Now, in addition to 
this reply, we received unsolicited letters from doctors complimenting 
uson this form of reaching them. 

Senator Kerauver. I do not suppose we can print this recording in 
the record of the hearing, but we will make it an exhibit and perhaps 
wecan hear the record sometime. 

Do you have a set of them? How many of them are there? 

Mr. Hoyr. This is the last mailing. r suggested, as a matter of 
fact, Mr. Chairman, that we bring a phonograph in here and play it 
for the committee, but I was told it wasn’t a dignified thing to do. 
I really wanted to do it because I feel strongly about this. Shall we 
put this on the record ? 

Senator Kerauver. We would like to have the series. 
of them have there been ? 

Mr. Hoyr. We have mailed a total of seven, and the two in this 
exhibit. Would you like the others? These are typical examples. 

Senator Krerauver. Yes, we would like to have all of them. 

Mr. Hoyvr. Certainly. 

Senator Kerauver. You can give those to us now, and we will play 
them and listen to them sometime. 

Mr. Hoyr. I am sure you will enjoy one side. 

Senator Keravuver. What is that side? 

Mr. Hoyvr. The classical music. You will enjoy that side. 

Senator Kerauver. It doesn’t say anything about Miltown? 

Mr. Horr. No; on the other side. 

Senator Krerauver. What is the other side? 


How many 


The other side is the 


advertisement ; is that it? 


Mr. Hoyr. Well, it is a scientific discussion of the products. 

Senator Kerauver. All right, sir; we will play them sometime. 
don’t think we will have time to play them all here. 

(The recordings may be found in the files of the subcommittee.) 

Mr. Dixon. Mr. Chairman, along that line, it reminds me of some- 
thing else I saw in the paper some time ago. It was indicated from 


I 


| the article I read that a plan was afoot to furnish canned music into 


doctor’s offices, and at no charge tothe doctor. This installation would 
he put in complete, at no charge to the doctor, and I suppose the 
quid pro quo for that would be that at a certain time there would be 
played to the doctor statements concerning ethical drug products. 

Has that plan materialized? Is it being put into effect today, or 
are you a part of such a plan ? 
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Mr. Hoyt. As far as I know, it is not in effect. We are not a part 
of it either, but it may be our promotion department has investi- 
gated it. 

I wouldn’t know. 

Mr. Dixon. You have heard of such a plan being discussed ? 

Mr. Hoyt. I read about a plan like that; that is quite right. 

Mr. Drxon. In other words, a plan is being considered—I don’t 
know how broad it is—but let’s assume that every doctor in New York 
City could have an installation put in his office free of charge so that 
he could listen to music and his patients too, and at some appointed 
time, I assume if he cared to listen to it, he would hear advertise- 
ments that would be broadcast over that hookup. 

Mr. Hoyt That is correct. 

Senator Keravver. All right; let’s proceed. 

Mr. Dixon. Now, Mr. Chairman—— 

Senator Kerauver. We have American Home Products here today, 
and I have to be on the floor of the Senate. 

Mr. Dixon. Mr. Chairman, in order to try to expedite matters, I 
think we could make better time if you would let Dr. Till of the staff 
summarize the various foreign license agreements. What she is 
going to discuss was Cuvsdaiséd by Carter Products Co. 

Senator Kerauver. These are Carter’s foreign licenses. 

Miss Truu. Mr. Chairman, yesterday there was put into the record 
the agreement between Carter Products and American Home. 

This was dated December 5, 1955. In that agreement Carter 
ranted to American Home the right to use and sell but not to manu- 
acture meprobamate in the United States and a number of countries 

specified in schedule A. These are most of the countries in the world. 
In addition American Home agreed that it would keep Carter ad- 
vised of its requirements for meprobamate, and would obtain from 
Carter all or such parts of these requirements as Carter might indi- 
cate from time to time it desifes to furnish to American Home at 
prices as may be mutually agreed upon. 

In addition American Home could obtain from other authorized li- 
censed sources, but only with the written consent of Carter, the re- 
mainder of its requirements of meprobamate. In addition American 
Home agreed that it would spend during each calendar year in the 
sales promotion of meprobamate at least 20 percent of the amount of 
its yearly sales of said products for 3 years, and after that it would be 
calculated upon the average of sales for the last 3 consecutive calendar 

ears. 

. Senator Keravuver. As these are read, if you have any comment or 
if you think any part isn’t correet-—— 

Mr. Hoyt. I have the analysis of these right here. Thank you very 
much. 

Miss Tr. It should be added that American Home is licensed to 
sell not only meprobamate in itself but also in combination with other 
products on which American Home held a patent. i rae! this 
procedure was a policy of Carter Products, because we have a letter 
dated December 13, 1955. Smith Kline & French had wanted to com: 
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bine meprobamate with Dexadrine, on which the patent had expired. 
And Mr. Hoyt replied: 


Frankly, this combination does not fit exactly our plans as Dexadrine is gen- 
erally available, and our thinking is to grant combinations only in cases where 
the ingredient to be combined with Miltown is covered by a patent. 

Mr. Drxon. May that be exhibit 166? 

Senator Keravuver. Let it be made an exhibit. 

(Exhibit No. 166 may be found on p. 9663.) 

Miss Tru. On May 2, 1956, Carter entered into a distributorship 
agreement with American Cyanamid. The territory reads as follows: 

All countries of the world except the continental United States, the Territories 
of Hawaii and Alaska, Canada, Metropolitan France and all countries of the 
French Union. 

In this agreement it is provided that American Cyanamid shall pay 
to Carter for each coun of the product sold to it in any calendar 
month an amount per pound equal to the average invoice cost per 

und to Carter of the product in bulk powder purchased by Carter 
Shrine the preceding calendar month. 

Mr. Dixon. Mr. Chainanon, may that be exhibit 167? 

Senator Kerauver. Yes. 

(Exhibit No. 167 may be found on p. 9664.) 

Mr. Dixon. Mr. Hoyt, in that agreement is American Cyanamid de- 
scribed as a distributor ? 

Mr. Hoyt. Yes. 

American Cyanamid is a distributor, and I think maybe right now, 
Mr. Chairman, it might be a good place for me to try to make more 
clear what I attempted to express yesterday. You asked the price of 
the powder to American Cyanamid, and I said it was our cost price 
plus a handling charge, and you asked why that was so and I just 
replied because they are our distributor. 

ow, the reason is as our distributor they carry on all the promotion 
on our brand Miltown. So the cost, what they are really doing is 
paying us a 5 percent distributor and also they do all the promotion 
you see, 

So that is why we sold them the powder at our cost plus a 1 percent 
handling charge. 

Senator Kerauver. We had a figure as to what that was in 1959. 

Mr. Hoyt. I didn’t think I made it clear yesterday, Mr. Chairman. 

Senator Keravuver. Is it $4 and something? 

a Horr. And something. It was our cost plus 1 percent handling 
charge. 

Senator Keravver. $4.50 or something like that? 

Mr. Hoyr. Something like that; yes. 

Senator Keravver. Of course, you sell to them—— 


Mr. Hoyt. But I think you must take into consideration that they 
are handling the promotion in all of these foreign countries. 
Senator Kerauver. Yes, I understand that. But Wyeth is han- 
dling the promotion of Miltown. 
r. Hoyt. On their own brand. 
Senator Keravuver. I mean of Equanil, 
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Mr. Hoyr. That isan entirely different thing. 

Senator Keravuver. Just a minute, let me finish my observation. 

Mr. Hoyt. And this brand you know 

Senator Kerauver. I say Wyeth is handling the promotion of 
Equanil, and they are doing a very good job with it. It is the same 
drug. They pay all of their promotional costs in the United States, 
Yet you sell to them for more than twice what you do to American 
Cyanamid? 

Mr. Hoyt. That is correct. 

Senator Kreravuver. So that the foreign distributor is getting a tre- 
mendous break to start with. 

Mr. Hoyt. Right. 

Senator Kerauver. That is one thing we are not very pleased 
with—this big difference. 

Mr. Hoyr. But a distributor you know is really part of your own 
organization in a way. 

Senator Krerauver. In a way, but it is a separate corporation, and 
you sell to them, and that is the last you have to do with it, isn’t it! 

Mr. Hoyr. That’s right. 

Senator Kerrauver. In either case, whether it is American Cyan- 
amid or whether it is Wyeth. Very well, we are glad to have that 
observation. 

Miss Titi. On the same day, May 2, 1956, American Cyanamid is 
licensed to the use of the trademark Miltown. 

Mr. Dixon. May that be exhibit 168? 

Senator Keravuver. Let it be made an exhibit. 

(Exhibit No. 168 may be found on p. 9685.) 

Miss Titu. It should be noted that these licenses covered sales of 
meprobamate for ethical use only. In January 1957 and in July 1957 
both of these same companies, American Home and American Cyan- 
amid, were licensed to sell for veterinary use. 

Mr. Drxon. May they be exhibits 169 and 170? 

Senator Keravver. ‘They will be made exhibits. 

(Exhibits Nos. 169 and 170 may be found beginning on p. 9689.) 

Miss Titt. In this connection it is of interest that in the Masss- 
chusetts Investment Trust files there is a report by Mr. L. T. Clay on 
August 7, 1959, after an interview with Mr. Hoyt, and he reports: 

Ultimately Mr. Hoyt hopes Miltown will be sold over the counter as its safety 
against misuse is confirming the most optimistic estimates. 

Mr. Hoyt. I must comment on this right now. 

Mr. Drxon. May that be made an exhibit ? 

Mr. Hoyr. I never made a statement like that and I don’t think that 
you should take what somebody said I said and put it in as evidence, 
and I don’t think it is fair and I never said it. 

Senator Keravver. Let me see what you have there, Dr. Till. 

Mr. Dixon. We are getting this exhibit. 

a Horr. Mr. Chairman, I just don’t think that is a fair approach 
at all. 

Senator Keravver. Frankly I didn’t hear all of it and I want to 
read it myself. Will you read it again, Dr. Till? I didn’t follow 
you. 
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Miss Titi. The point that was being made was that American Cy- 
anamid and American Home Products were in the early agreements 
licensed to sell meprobamate as ethical drugs only. 

Then they received licenses to sell as veterinary products, which 
still leaves over the counter sales in the hands of Carter Products. 

The point is that if it is ever taken off the prescription list, Carter 
Products will be at present the only company permitted to sell over 
the counter, isn’t that correct ? 

Mr. Horr. You could have read it the other way. The reason we 
restrict it to ethical use is because that is what we wanted. 

Now you had a quotation there from a fellow by the name of Clay, 
and I happen to know that bird. He works for an investment trust, 
and these investment trust fellows are a lot of gossips, and he said 
that I told him that I hoped to put this over the counter, and it is not 
so. Now that is in the record. 

That is in the record, Mr. Chairman. 

Senator Kerauver. Very well, that clears the matter up. The other 
point is that—— 

Mr. Hoyr. And the reason I held it, limited the licenses that way 
was to keep it from going over the counter. Now there is an inference 
here that that was a sham, that I expected to put it over the counter 
myself, and it isn’t so. 

Senator Kerauver. Granting it isn’t so that you expect to put it 
ares, still if anybody could put it over, you mera ia the only one that 
could. 

Mr. Hoyt. But the only way that I could be sure that it wouldn’t 
be put over by my licenses was saying you can’t do it. Right? 

Senator Kerauver. Very well. We understand one another. 

Mr. Dixon. Mr. Chairman, we are still looking for this exhibit. 
We have sent for it and it will be made an exhibit when it comes. 

Senator Kerauver. We have read this document to Mr. Hoyt and 
asked for his explanation, so we will delete the quotation from the 
exhibit, if he says that isn’t so. 

Mr. Hoyt. Thank you very much, Mr. Chairman. 

Mr. Drxon. Then we may strike that sentence from the exhibit. 

Senator Kerauver. If there is something else in the exhibit, it will 
be made a part of the record. 

(The exhibit referred to, exhibit No. 190, may be found on p. 9934.) 
_ Miss Tir. Mr. Chairman, on May 2, 1956 there was also entered 
into a contract between Carter’s British subsidiary called Pretested 
Products, Ltd., with Cyanamid’s British subsidiary called Cyanamid 
of Great Britain, Ltd. 

Again Cyanamid is licensed to sell throughout the same territory, 
and Cyanamid, British Cyanamid again agrees to pay for bulk 
meprobamate an amount per pound equal to the average invoice cost, 
which was paid by Cyanamid’s British subsidiary in the purchase of 
meprobamate in England. 

Mr. Hoyr. Mr. Chairman, I didn’t hear you say that Cyanamid 
acted as a distributor for us there in England. 

Miss Tru. I should say that this is a distributor. 
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Mr. Horr. And they get 5 percent of sales. It is a duplication of 
our contract with American Cyanamid in this country. 

Mr. Dixon. May that be exhibit 171, Mr. Chairman ? 

Senator Kerauver. It may. 

Exhibit No. 171 may be found on p. 9708.) 

enator Keravuver. Let me see if I understand. Cyanamid has the 
distributorship in England, and there is a subsidiary called Pre- 
tested Products. 

Mr. Drxon. That is Carter’s subsidiary. 

Mr. Horr. We both have subsidiaries, Mr. Chairman. We dupli- 
cated our American contracts between the two subsidiaries. 

Senator Kerauver. And Pretested is—— 

Mr. Hoyt. Pretested—Pretested Products Ltd. is our subsidiary. 

Senator Keravver. It is your subsidiary, I see. 

Mr. Hoyt. Yes, sir. 

Senator Kerauver. So you gave American Cyanamid the same 
rights in Great Britain as you gave to your own subsidiary ? 

Mr. Hoyt. That is correct. 

Senator Keravuver. All right. 

, Miss Tru. And here is the agreement allowing them to use the trade- 
mark Miltown. 

Mr. Hoyt. Pardon me? 

Miss Tru. The agreement entered into to allow them to use the 
trademark Miltown for the products purchased from their subsidiary, 
Pretested, may that be made exhibit 172? 

Senator Keravuver. Very well. 

(Exhibit No. 172 may be found on p. 9714.) 

Miss Tix. It should be noted in this connection that American 
Cyanamid in England is permitted to sell in only finished packaged 
form. 

A letter from American Cyanamid to Mr. Hoyt dated October 3, 
1956, says: ° 

We understand, therefore, that you approve that powder purchased by 
Cyanamid Products Ltd. from Pretested Products be resold by Cyanamid prod- 
ucts Ltd. in finished package dosage form under a label which will in effect 
state that the product is being distributed for Wallace Laboratories, a division 
of Carter Products, Inc. The trade name Miltown will, of course, be used. 

Mr. Hoyt. May I have a copy of that? I couldn’t understand that. 

Mr. Dixon. May this be exhibit 173? 

Senator Kerauver. It may. 

(Exhibit No. 173 may be Jount on p. 9719.) 

Mr. Drxon. No comment? 

Mr. Hoyt. Nocomment. 

Senator Keravuver. Go ahead, Dr. Till. 

Miss Tiru. March 22, 1957, agreement was also entered into be- 
tween Pretested, Carter’s British subsidiary, with Imperial Chemical 
Industries Ltd. This was unusual because ICI is given the right 
to make, use and sell, and if they sell combination products, ICI has 
a patent. It may also sell the chemical composition in bulk to any 
party holding a valid and existing license from Pretested, Carter’ 
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British subsidiary. It might be noted that ICI agrees to pay Pre- 
tested a royalty of 7.5 percent. 

Mr. Dixon. May that, Mr. Chairman, be made exhibit 174? 

Senator Kerauver. Yes. 

soar No, 174 may be found on p. 9721.) 

enator Kerauver. Is ICI in England? 

Mr. Hoyt. ICI isin England. They are a manufacturer of powder 
inEngland. They are one of the suppliers of bulk powder. 

Mr. Dixon. But you allow them to sell it in bulk? 

Mr. Horr. In England, yes; that is quite right. 

Mr. Drxon. But you don’t allow any of your American manufac- 
turers to sell in bulk? 

Mr. Horr. No; we do not. But they are only allowed to sell to 
licensees the bulk powder to our licensees. 

Senator Kerauver. How many licensees do you have under your 
British subsidiaries ? 

Mr. Horr. I think that we have two: Wyeth and American Cy- 
anamid., 

Mr. Dixon. And ICI? 

Mr. Hoyt. I thought you asked how ICI could sell to. 

Miss Titi. Mr. Chairman, two contracts were—— 

Senator Keravuver. In any event that brings more competition be- 
tween more companies in England than it does in the United States? 

Miss Tix. It does; that is correct, the three companies. 

Senator Kerauver. Continue, Dr. Till. 

Miss Trtt. Two contracts were submitted between Pretested, that 
is Carter’s British subsidiary, and Wyeth. In this case it was with 
John Wyeth & Bros., Ltd., which is American Home Products, British 
subsidiary, and this provides that Pretested grants to Wyeth the right 
and license to use and sell again but not to make meprobamate. In 
addition, Wyeth can buy from such designated sources as are licensed 
by Pretested, and the sources are given as F. W. Merck & Co., Ltd., 
Ward Blankensop & Co., and Imperial Chemical Industries. 

Mr. Dixon. May that be marked as “Exhibit 175” ? 

Senator Kerauver. Very well. 

(Exhibit No. 175 may be found on p. 9729.) 

Miss Tru. Another contract provides that Wyeth may make or 
eaage to have made, use, and sell in the United Kingdom mepro- 

amate. 

Weare not quite clear as to what one of the royalty provisions means, 
Mr. Hoyt. 

It says—— 

Mr. Hoyt. What contract is this? With whom? 

Miss Titi. This is between Pretested and Wyeth, Ltd. 

Mr. Hanaway. What date? 


= Tit. August 1, 1958, in which it is provided, in article 5, 
at— 


Wyeth shall pay Pretested as follows: The excess of 30 percent of the selling 
price of Wyeth over the manufacturing cost to Wyeth of the finished product 
teady for sale. 
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Mr. Hoyr. What don’t you understand about that ? 

Mr. Dixon. Does it mean 

Mr. Hoyr. I think it speaks for itself. It was a question of nego- 
tiating terms. It is very clear, isn’t it ? 

Mr. Drxon. I don’t think it is clear. I don’t understand what you 
expect to receive there exactly. In other words, do they buy the prod. 
uct, then add 30 percent and you get the difference between that and 
the selling price? 

Mr. Hoyt. No. What that says is this: That there is a slidin 
scale of royalty based on the cost of their goods. There is a base of 
5 percent. 

If their cost of goods is less than 25 percent, the difference between 
the 25 percent and the actual costs of goods is added to the 5 percent, 
In other words, if instead of a 25-percent cost of goods, if they have 
a 23-percent cost of goods, our royalty is 7 percent. 

wae Drxon. All right, sir, chendk you. May that be made exhibit 
176? 

Senator Keravver. Yes. 

(Exhibit No. 176 may be found on p. 9739.) 

Miss Tirz. Mr. Chairman, the Canadian situation is as follows: 


In January 1957 there was a meeting in Toronto among Mr. Dentay, 
who is president of Fine Chemicals, Ltd., representatives of Wyeth 
and Carter. According to the report Tranquilene, which is made 
from meprobamate, was already being sold in Canada. Mr. Dentay, 
president of the Fine Chemicals, points out that his son is general man- 
ager of this company and he doesn’t want to cut him off sharply 


from getting supplies of meprobamate, and it was suggested that 
a license be given Intramedical Products of Canada, which is the 
company, or a decent arrangement developed so that they can with- 
draw gracefully over a period of time. 

Mr. Dentay was pointing out that selling prices in January 1957 
on the export market for meprobamate was $16 a pound, and the 
Carter representative, Mr. Garathy, reported that material has been 
offered by U.S. suppliers at $4.50 to $7 per pound, and therefore they 
would not pay more than $7. Mr. Dentay was surprised at such low 
prices, but felt if the U.S. vendors could offer these prices, he should 
be able to do almost as good. 

In the meantime apparently Mr. Dentay was selling meprobamate 
abroad, and the report states: 

We would prefer to channel his export production into the hands of those f 
who have been properly licensed. He felt he might lose his existing customers F 
for his other items and nothing would be gained since foreign importers would 
then swing all their purchases to the other Buropean suppliers. He stated [ 
that if patents were issued in the foreign countries he would withdraw imme [ 
diately since he wants to maintain the good reputation of his company. 

Mr. Dixon. This contains a memorandum. May it be made exhibit [ 
177? 

Senator Krerauver. Very well. 

(Exhibit No. 177 may be found on p. 9752.) 

Senator Kerauver. Mr. Hoyt, do you wish to comment? 
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Mr. Horr. I have no comment. , 
Miss Tit1. Subsequently this company, it was licensed, but they 




























































































ego- did not report. We had no report on their sales from the State 

Department. Are they still selling? 
you Mr. Hoyv. Intramedical ¢ 
rod- Miss Tru. Intramedical Products, Ltd., are they selling meproba- 

and | mate now? 

Mr. Hoyr. I think they are. I am not sure about that. 

se. Mr. Drxon. May this Tals be made exhibit 178? 

Se 0 Senator Keravuver. All right. 
(Exhibit No. 178 may be found on p. 9755.) 

ween Mr. Hoyt. If they are the sales are rather small. 

cent, Miss Tint. Thisis the contract. 

have Mr. Dixon. May the contract be made exhibit 179? 
Senator Kreravuver. Very well. 

chibit (Exhibit No. 179 may be found on p. 9762.) 

Miss Tru. On January 1, 1958, in Canada, agreement was made 
between Carter and Ayerst, McKenna and Harrison, Ltd., which is 
another subsidiary of American Home Products. 

lows: Currently the situation is the two sister corporations of American 
entay, | Home Products are now selling, one Equanil and the other under the 
Vyeth | name of Miltown in Canada. 
made Mr. Dixon. May this agreement be made 180 ? 
entay, Senator Krerauver. Very well. 
| man- (Exhibit No. 180 may be found on p. 9766.) 
rarply Miss Tin. On April 29, 1958, Carter agreed that American might 
1 that — use, that American Home Products might use Fine Chemicals, Ltd., 
is the } asa source of meprobamate under the Canadian and other patents of 
-with- | Carter but the material could not be brought into the United States. 
Mr. Dixon. May that be made 181 ? 
y 1957 Senator Kerauver. Very well. 
nd the (Exhibit No. 181 may be found on p. 9774.) 
is been Miss Titi. In France which was excepted there was a special agree- 
re they | ment with a French company. 
ich low Mr. Drxon. May those two documents be made exhibits 182 and 
should f 183? 
Senator Krrauver. Very well. 
bamate (Exhibit Nos. 182 and 183 may be found beginning on p. 9778.) 

_ Miss Tri. A number of difficulties apparently developed, because 
of thoe | some of the foreign countries there was not patent protection on 
istomers | meprobamate. 
rs — _ For example, in Germany on March 1, 1957, Chemie Grunenthal 
«imme | 'ported to American Cyanamid. Grunenthal is Cyanamid’s German 
‘ representative. He wrote: 
exhibit k Just recently, Messrs. Kuhne and Brucklacher, directors of the firm Asche & 





0., Hamburg, paid us a visit, as you know, Asche & Co. is the sublicensee of 

yeth for meprobamate and is in a similar situation we are. These gentlemen 
told us about their worrying about the further development of the meprobamate 
business in the German market, and mentioned that there is no patent protection 
for meprobamate in our country, that it is already produced in great quantities 
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at low prices, by the Tropon-Werke at Cologne and Riedel de Haen, Seelze/Hann. 
Furthermore, the Asche gentleman mentioned that their agreement with Wyeth, 
covering manufacture and distribution, does not include any prescription, where 
they have to buy meprobamate, this in agreement with Mr. Hoyt of the firm 
Carter. For meprobamate powder, not purchased from Wyeth, Asche has to pay 
a royalty. 

The management of Asche now made the suggestion that Asche and Grunenthal 
should buy together meprobamate substance from Riedel de Haen, in order to 
obtain a favorable price, on account of large quantities which would be pur. 
chased, and to obtain the exclusive purchase right for Germany. We told the 
gentleman of Asche that at present, with regard to an agreement with Lederle, we 
are bound to buy meprobamate in U.S.A. Thereupon, the gentlemen of Asche 
declared that they would discuss with Riedel de Haen conditions for a purchase 
of meprobamate from this firm; they promised to inform us about the result of 
their discussions. 


ane. Hoyt. May I comment on that? Who is that letter addressed 
to’ 

Miss Tru. It is addressed to Mr. Bogan of the Lederle Laboratories. 

Mr. Horr. Who wrote the letter ? 

Miss Titi. I can’t give you the signature. 

Mr. Hoyt. Read the letterhead please? 

Miss Titi. Chemie Grunenthal. 

Mr. Hoyt. My point, Mr. Chairman, is I don’t see how I am con- 
cerned with this letter at all. It is not addressed to me, and I didn't 
write it. 

Miss Titu. There is a covering letter, Mr. Hoyt, which says—I 
guess it isto Mr. C. O. Hoyt, your son. 

Mr. Hoyt. Who? 

Miss Tru. Mr. C. O. Hoyt, Carter Products. 


Dear Bud, attached is the March 1 letter recently received from Chemie Grun- 
enthal Lederle’s licensee in Germany, proposing the purchase of meprobamate 
powder locally. 


ana we please discuss this further when you have had an opportunity to read 
e letter. 
Mr. Dixon. May that complete document be made exhibit 184! 
Senator Keravuver. Yes. 
Exhibit No. 184 may be found on p. 9788.) 5 
r. Hoyt. I still don’t think that letter has anything to do with 
Carter Products whatsover. 
Senator Kerauver. Mr. Hoyt—— 
Mr. Horr. I don’t want to ahsher the point, Mr. Chairman? That 
is all right. 
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aaee Keravver. I didn’t know you had a son. Do you have a 
son 
Mr. Hoyr. I have two sons in business with me, Mr. Chairman. 
Senator Kerauver. And Bud is who? 
Mr. Hoyt. That is C. O. Hoyt. 
Senator Keravver. He is an official ? 
Mr. Hoyt. Charles O. Hoyt. 
—- Keravver. He is an official or an executive of your com- 
an 
: r. Hort. Yes, he is assistant secretary and assistant treasurer. 
Senator Kreravuver. Very well. A copy of this letter was sent to 
him asking about a discussion, so it does have something to do with 


ve aa 
Miss Titi. Apparently other difficulties existed. 
There is a report of a conference between American Home Products 


and Carter with Mr. Hoyt, Sr., attending dated July 26, 1957, and 
item 2 on the agenda says: 


Mr. Brush stated that American Home would like to have the right to manu- 
facture some of the powder that they would require. He pointed out that they 
would be just one of the four or five other manufacturers of the powder. 

That is in the United States. 

Mr. Horr. Pardon me, does this relate to Miltown ? 

Miss Titi. Meprobamate. 

Mr. Hoyt. Meprobamate does it ? 

Miss Tru. Yes. 


Mr. Hoyvr. I thought that was another thing he was talking about. 
Miss Trix (continuing) : 


He felt it would be to our advantage to have someone we knew manufactur- 
ing some of the powder so both American Home and Carter Products would 
gain knowledge on the manufacture of the powder. He also stated American 
Home Products particularly wanted the right to manufacture some of the 
powder in the United States so that the experience obtained could be used in 
export markets. Mr. Brush stated they would be willing to manufacture only 
acertain percentage of their total requirements, perhaps 25 to 30 percent. 


A pencil notation says “Decision to be made.” 


Mr. Brush also requested Mr. Hoyt to review and consider a reduction of 
the present price of $10 per pound for meprobamate powder. 

And a penciled notation on the side of that is “No.” 

Mr. Dixon. May that be made exhibit 185? 

Senator Kreravver. All right. 

(Exhibit No. 185 follows: 
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10. Mr, Brush stated that ne expects further word from I,C. 1, regarding 
‘their contract in shout two weeks. 


. Lay The combinstion of meprotiamate and Apeolysin was discussed, Or, Serper 


is to report to Mr, Hoyt bis opinion on thie combination. Br. Brush 


atated that American Aome will grant a cress license to Carter Products 
if approval fran Khame-Poulenc is obtained, 


The possitdiity of combining mecsrotaaate gad aspirin in England was 
discusses, ‘Mr. Goruley believes that other farms wil do thie end he 
Will send us ¢linicei date for discussion ari approval‘ by Or, Berger. 


13. The contract from Pine Chaaica) of Canada was received with « 
qualifying letter permitting Fine to sell powder in ang foreign market, 
Mr. Brosh will report te Mr. Hoyt om this matter later. Mr. Brush tock 
the contract and letter, 


la. Mr. Hoyt stated that the 7.0.4. is aterit Lo apprefend one 
sounterfeiLing seprobamate, An - inter-siete siipment fra 
New Orleans ben been erranged. 


of the fires 
m' New York to 


Uh. Wyeth woult Like to introduce s combination of 200 mg, neprobamate with © 


Premsrin. Ur, Berger will edvine if tris 28 salisfeetory. 
¥ ¥ 
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Miss Titt. On November 14, 1957, a memorandum of meeting with 
American Home Products: 

At CPI’s request, Mr. Bush told ICI that he had information that ICI in 
Australia was selling powder to a Knoll Labs who, in turn, was selling its own 
brand of meprobamate in Australia. 

They said they would inform its Australian branch of the situ- 
ation and it was sure the matter would be remedied. 

Another item: 


Fine Chemicals in Canada is selling Diol in foreign markets. 


Is that Charles Hoyt ? 

Mr. Hoyt. Yes. 

Miss Trix (reading) : 

COH will discuss this with Wyeth in Philadelphia. It was pointed out to 
American Home that Carter Products domestic suppliers of meprobamate know 
that Fine Chemical is selling Diol in foreign markets and it probably can be 
anticipated that Carter Products domestic supplies may start to do the same 
thing. 

Mr. Drxon. May this be made exhibit 186? 

Senator Kerauver. Very well. 

(Exhibit No. 186 may be found on p. 9793.) 

Miss Titi. Two other documents, Mr. Chairman. One is a report 
of a meeting between Carter and American Cyanamid on September 
30, 1958. There was a discussion relating to the revision of the Mil- 
town agreement which would allow Lederle to purchase powder from 
licensed foreign sources. It was pointed out that if Lederle bought 















































from foreign sources the commission would be only 5 percent. Such f [| 
purchases would replace shipments from the United States. The | 
commission of shipments from the United States is 10 percent. 

Then it says: 

(Currently 54 percent of commission payments are 10 percent and 46 percent t] 
are 5 percent.) No agreement was reached on how to handle this problem. 

Mr. Drxon. May this be 187? 

Senator Keravuver. Yes. 

(Exhibit No. 188 may be found on p. 9796.) th 

Miss Tirz. Apparently, however, it was solved, for on November 7, > & 
1958, there is a fetter ues Charles Hoyt to American Cyanamid, 
saying: : 

Enclosed find signed copy of a letter to Fine Chemicals of Canada, Ltd., au y 
thorizing them to sell and deliver meprobamate powder to Lederle in New York mn 
until further notice. to 

This permission is granted Fine Chemicals with the understanding that Amer- th 
ican Cyanamid will only use the meprobamate powder purchased from Fine 
Chemicals for the purpose of tableting Miltown for export in the territory a8 
defined in the agreement. 

Mr. Drxon. May that be 188? 

Senator Keravuver. Very well. 19 

(Exhibit No. 188 may be found on p. 9798.) pr 





Mr. Drxon. Mr. Hoyt, I am reminded of something you said 
yesterday. 
Senator Keravver. Is that all of the exhibits? 
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Mr. Drxon. That is all except with respect to the combination 
licenses, Mr. Chairman. There are a considerable number of them, 
I think that it would be well to give them one main exhibit number, 
No. 189, and we will give them subnumbers so that we won’t get con- 
fused in the record, such as 189—A, B, and C, and so forth. 

Senator Keravuver. Very well. We will not go through each one 
of them. 

Ah Exhibits listed under No. 189 may be found beginning on 

. 9799. 
; ces Kerravver. I want to try to finish with Mr. Hoyt and the 
other Carter representatives before we recess. We will try to go 
along until about 12:30 or 1 and finish up, if possible. We will stand 
in recess for 5 minutes. 

(Brief recess. ) 

Senator Krerauver. The committee will come to order. 

One exhibit offered by the staff is a memorandum from Mr. Clay. 
The sentence in which he quotes Mr. Hoyt, to which Mr. Hoyt o 
jected earlier, has been stricken out. I think it is appropriate as an 
exhibit with that part stricken out. 

Mr. Dixon. May it be made exhibit 190? 

Senator Keravver. It is so ordered. 

Exhibit No. 190 may be found on p. 9934.) 
enator Krrauver. I want to congratulate Dr. Till upon her an- 
alysis of these foreign license agreements. 

Let’s proceed as rapidly as we can. 

Mr. Drxon. Mr. Hoyt, when meprobamate is shipped from the 
United States in finished form, or in any form, is there a tariff that 
must be paid on it? 

Mr. Horr. Imported into the United States? 

Mr. Dixon. Exported. Must a tariff be paid as it enters any of 
these countries? 

Mr. Hoyt. In the foreign countries? 

Mr. Dixon. Yes. 

Mr. Hoyt. As I understand it, that is correct. Now, I don’t know 
the tariff laws of all these countries, but I think that they all have 
tariff laws on pharmaceuticals and chemicals. 

I am not sure about that. I couldn’t really say, Mr. Chairman. 

Mr. Dixon. So on the product that is manufactured by Wyeth, for 
which they pay you a contracted price plus a royalty, if they put it 
in the form of a finished tablet and sell it as Equanil, if they choose 
to sell it in one of these countries, such as France, and there is a tariff, 
they must pay the tariff ? 

Mr. Horr. I believe that is correct. 

Mr. Dixon. That would be one of their costs, wouldn’t it? 

Mr. Hoyt. I believe that is correct. 

Mr. Drxon. Mr. Chairman, I would like to have marked as exhibit 
191 a compilation of the comparative United States and foreign 
prices of meprobamate, 1959, for 400 milligram tablets in 50’s. 

Senator Keravver. What exhibit number will that be? 

Mr. Drxon. 191. 
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(Exhibit No. 191 follows:) 


Comparative United States and foreign prices of meprobamate, 1959 


[400-milligram tablet, 50’s]} 


Price to— 


Country and seller Trade name 


Druggist Consumer 


United States: 
Carter - ._ Miltown 
Wyeth (American Home) _ -.-- Equanil 

Argentina: Cyanamid ; Miltown ! 4 

Austria: 
Cyanamid_. Miltaun ¢ 
Petras Meprobamat °____ 

Australia: 
Cyanamid Miltown 4 
W yeth sities Equanil « 
Imperial Chemical F ee tae Mepavion ¢ 
Knoll Lab Pimal ¢ 

Brazil (Rio): 
Cyanamid Miltown ¢ 
W yeth Equanil 4 

Belgium: 
Cyanamid Miltown ¢ 
Imperial Chemical Mepavlon 4 
Roter, Holland (many others) ........-----.-------- Artolon 

Canada: 
Wyeth Equanil 
Ayerst (American Home). Miltown 

France: Byla Equanil 

Germany: 

Cyanamid Miltaun 
Asche (Wyeth) Aneural ¢._...- 
Tropen Werke Cyrpon 

Great Britain: 

Cyanamid Miltown 
Wyeth __.- Equanil > 
ICI Mepavion ¢ 

Holland: 


Cyanamid Miltown ¢ 

Wyeth Quaname /_... 

ICI (many others) Mepavlon ¢ 
India: 

Lederle Miltown 

Wyeth Equanil ° 
Iran: 

Cyanamid Miltown ¢ 

Wyeth .-| Equanil 

Le Peitit .-| Per Tranquil 

Wallace. Milinorm 
Italy: 

Cyanamid Miltaun « 

Wyeth -| Quanil 4___. 

Pierrel (many others) .| l’axin 
Japan: 
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Miltown « 
Equanil 
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Cyanamid Miltown ¢ 

Wyeth. Equanil 
Venezuela: 

Cynamid Miltown ¢ 

Wyeth Equanil ¢ 


TS 


1 Footnot - indicate that prices have been calculated for 50 from prices given for: 
@ 25 tablets. 
» 20 tablets. 
¢ 30 tablets. 
4 24 tablets. 
* 36’ tablets. 
‘40 tablets. 
© 100 tablets. 


Source: U.S. Price: American Druggist Blue Book, 1959-60. Foreign prices: Collected by U.S. De “i 
ment of State through the American embassies in spring of 1959. (Prices converted to dollars at ole 
rate.) 
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Mr. Dixon. Dr. Blair can quickly describe what this table repre- 
sents. 

Dr. Buatr. Mr. Chairman, this is a compilation of the prices for 
meprobamate to the druggist and to the consumer as collected by 
the Department of State through the American Embassies in the 
spring of 1959 and submitted to the subcommittee. In each case the 
trade name and the price are given. At the top of the table is the 
United States where the price to the druggist is $3.25 and to the con- 
sumer the list price is $5.42. 

The lowest price for the product Miltown is to be found in Ger- 
many, where it is sold by Cyanamid as Miltaun, I presume the German 
equivalent of M-i-l-t-o-w-n. There the price for Miltown by Cyana- 
mid is 69 cents for 400-milligram tablets in bottles of 50’s. In Ger- 
many it is interesting to note there is a lower price which is for the 
trade-name product Cyrpon, which is manufactured by Tropen 
Werke, already referred to by Dr. Till. ‘The next lowest price ap- 
pearing for Miltown is a product sold under the trade name of Mil- 
town in Argentina where it is sold at approximately 75 cents for a 
bottle of 50’s to the druggist and the price to the consumer is approxi- 
mately 85 cents, 

The next lowest price appearing on the table is in Belgium, but it 
isnot for the product ait ands the trade name Miltown. It is the 
price of 91 cents for meprobamate sold under the trade name of 
Artolon by Roter, Holland. One of the countries with a relatively 
low price for Miltown is Great. Britain, to be seen about in the middle 
of the table. There the price for Miltown by American Cyanamid is 
$1.48 for bottles of 50’s. There is no suggested price to the consumer. 

Mr. Hoyr. Mr. Blair, I am sorry to interrupt, but don’t you think 
you should say the number of tablets in these bottles in each case? 

Dr. Buatr. In each case, it is bottles of 50. 

Mr. Hoyt. Are you sure of that ? 

Dr. Buatr. Yes, sir. 

Where different quantities were reported, the appropriate adjust- 
ment has been made to put all of the prices in terms of bottles of 50. 
For example, if they were sold in bottles of 25, as is the case in 
— the price received by the State Department was simply 

oubled. 

Mr. Hoyt. I don’t see what I have got to do with this. I have 
nothing to substantiate the prices. I don’t know where you got the 
prices from. I didn’t set the prices. I don’t know the prices in 
foreign markets on Miltown. I have no idea. 

Dr. Buatr. These are the prices collected by the Embassies. 

Senator Krrauver. Mr. Hoyt, we have secured these prices the best 
and the most accurate way that we know how, through the Depart- 
ment of State and the American Embassies. Certainly they have no 
interest in these matters, except to get the facts. I am sure we can 
tely upon the information they have received. I do think you do 
ave a very important part in this. You have license agreements 
with all these people. You control the domestic market, you control 
foreign sources. You also let the foreign manufacturer, American 
Cyanamid, start out with a great big break over Wyeth. 
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Mr. Hoyr. I am not questioning the source. You see, I just don’t 
know what the prices are. 
me Hanaway. Mr. Chairman, may I interrupt just a minute, 
ease. 
r Mr. Hoyt. Why can’t you let me have these prices and let me 
comment on them, and I will send you a report in writing? 

Senator Krravver. If you have them, we will be glad to have any 
comment and any reports you wish to send. 

Mr. Hoyt. We don’t have anything now at all. I am just here at 
sea,Mr.Chairman. I have nothing to work on. 

Senator Kerauver. You have them before you now, Mr. Hoyt. 

Mr. Hoyt. Yes, but I haven’t had the chance to study them. | 
just don’t know. 

Senator Kerauver. Any comemnt you wish to make later on will 
be made a part of the record. 

Mr. Hoyt. Thank you very much. 

Dr. Buarr. Mr. Chairman, I was calling attention to the relatively 
low price to the druggists of Great Britain, where it will be noted 
that meprobamate sold under the trade name Miltown by American 
Cyanamid has a price to the druggist of $1.48, again in bottles of 
fifty 400-milligram tablets. 

Now, on that point, as Dr. Till has brought out, Pretested, which is 
Carter’s subsidiary in England, has been paying higher prices in 
England for bulk meprobamate than Carter itself, or American Home | 
Products, or any of the other firms which obtained their meprobamate 
from Carter. There was a memorandum of a meeting with Carter 
and American Home Products dated November 14, 1957. In this 
memorandum, which I believe has already been made a part of the 
record as exhibit 186, the memorandum indicates that Pretested was 
paying $7.35 per pound, and that Wyeth in England is paying $6.38. | 

Now, the $7.35 per pound being paid by Pretested, Carter’s English | 
subsidiary, compares with the, price being charged in Great Britain 
of $1.48 for 50 tablets. And yet the average price to Carter at that 
time was $4.99 per pound for the bulk meprobamate which Carter then | 
sold to the druggist at $3.25 for 50 tablets. 

In other words, the price was considerably higher for the bulk} 
powder to Pretested in England, but the price to the druggist was} 
considerably lower than in this country. . 

Senator Keravver. How do you explain that? You have your 
subsidiary, American Cyanamid, in England, selling under the name, 
Miltown. ; 

Mr. Hoyt. Our subsidiary doesn’t sell—— 

Senator Keravver. Wait just a second. 


Yes, Cyanamid sells in England at $1.48 after paying a whole lot) [,4 


more for it. They have to buy it from you. Why can’t you give 
the American druggists the same break you give the British druggist! 

Mr. Hoyt. Mr. Chairman, as I indicated in my opening statement, 
Carter does not market Miltown abroad, but licenses another Amer 
ican company, Lederle Laboratories, division of American Cyanamid 
We have absolutely nothing to say about prices charged by Lederle 
In fact, we do not have any specific knowledge of what Lederle’s Mil 
town prices are country by country throughout the world. Howevely 
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lon't | I do think in trying to compare foreign prices with U.S. prices, you 
have to take into consideration all factors involved, such as per capita 
income, real wages, and so forth. For example, the per capita in- 
come in the United States is 13 times as much as in Argentine, 8 times 
as great as in Mexico, 214 times more than in Germany. As I said 


before, it is unrealistic and misleading to try to make <lirect compari- 


ute, 
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}any | sons on a conversion rate of exchange, because exchange is not based on 
living conditions. It is based on the flow of money between the coun- 
re at | tries or it is an artificial fixed rate, and I have been in the export 
business, and you must get your products down to the scale of living 
. inthe foreign countries. 
n I Now, I believe this—— 
R Senator Keravuver. Well, now 
\ will Mr. Horr. Wait a minute, now, please. If the American people 
were living on the same scale as the people in England, the price of 
; Miltown would be lower here, too. Now, I have a list of the conver- 
tively | sions here on a per capita income basis, and I thing that if you take 
noted | the Argentine price, you must multiply by 18, the Australian price by 
rican | 2 and the Brazil price by 19, Canada by one and a-half, France by 
les of } 914, Germany by 214, Italy by 5, Japan by 8, Mexico by 814, the 
..} Philippines by 11, Switzerland by 144, United Kingdom by 2, and I 
ich is } just think that anybody who converts on a rate of exchange basis is 
ces I not getting the true picture. Just because things are cheaper abroad, 
Home} that is why we have protective tariffs in this country, because our 
amate } American industry cannot compete with the lower scale of living 
Carter } abroad. 
n this) Mr, Cuumprts. Do you have copies of that? 
of the} Senator Kurauver. We will make that a part of the record as 
ed was} exhibit 192. 
r $6.38.) (Exhibit No. 192 follows:) 
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RESPONSE TO FURTHER QUESTIONING ABouT Low ForEIGN PRICES 


| As I indicated in my opening statement, Carter does not market Miltown 

abroad, but licenses another American company, the Lederle Laboratories Divi- 

sion of American Cyanamid to do so. We have absolutely nothing to say about 
hole loth prices charged by Lederle. In fact, we do not have specific knowledge of what 

ole ! lederle’s Miltown prices are, country by country, throughout the world. 

However, I do think that in trying to compare foreign prices with U.S. prices 
you have to take into consideration all factors involved such as per capital income, 
real wages, etc. For example, the per capita income in the United States is 
| 13 times as much as in Argentina, 8 times as great as in Mexico, 2% times 
.;) More than in Germany, etc. 


It - unrealistic and misleading to try to make direct comparisons, as you 
are doing. 


Senator Kerauver. What you are saying, Mr. Hoyt, I think I re- 
member your words almost exactly, that you have to get your prices 
down in connection with the standard of living in these various coun- 
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tries. Well, that is a very noble purpose, but the thing I want to 
point out to you is that there may be a big group of people with much 
wealth in the United States, with a very high income in the upper 
class, but there are millions and millions of people living on social 
security, poor people with incomes that are down, and they are having 
to buy this product just like the wealthier people. 

As I interpret what you say, by taking into consideration the stand- 
ard of living and making your prices fit that, that just means that 
you charge what the traffic will bear according to the standard of liy- 
ing in a particular country. 

Mr. Horr. No, pardon me, Mr. Chairman, I didn’t explain myself 
correctly then. What I said was this: that to a person in the Argen- 
tine, the price must ve multiplied by 13 to get the same thing as it is 
to an American citizen. Now, that is the only thing I said. It is not 
a question of getting the cost down. 

Senator Kerauver. That is exactly what I was saying. 

Mr. Hoyt, in other words, in the Argentine at the present price, 
Miltown is just as expensive to an Argentine as it is to an American, 
or just as cheap, as you would like it. 

But Mr. Hoyt, in many cases this product is made in the United 
States and is sold to another company or to one of your subsidiaries. 
So we are talking about your prices. 

Mr. Hoyt. Pardon me, Mr. Chairman. We do not ship powder out 
of the United States. It is made abroad. 

Senator Kerauver. You did in 1958. You shipped powder out of 
the United States. 

Mr. Horr. Carter Products didn’t ship out. 

Senator Kerauver. But American Cyanamid shipped out. 

Mr. Hoyr. I think American Cyanamid shipped to some small 
republics. 

Sannket Kerauver. Wyeth Laboratories ships it out of the United 
States. Lederle ships it out of the United States. Just because the 
average American’s income is higher is no reason why you can’t give 
the same break to Americans that you can to the people in these other 
countries. 

Mr. Hoyr. I don’t think that the European people are getting 4 
break. In their standards, it costs just as much. 

Senator Kerauver. For instance, I note India—certainly their 
standard of living is very much lower than ours, but you charge 4 
higher price there, $4.79 and $4.25. 

Mr. Hoyt. Mr. Chairman, please 

Senator Kerauver. Lederle and Wyeth do. 

Mr. Hoyt. Thank you, because I don’t. 

Senator Keravuver. We understand that, but Lederle uses your Mil- 
town trade name there. We want to address the same question to 
other witnesses, but you are the basis of the whole thing in this case. 
It is your product that is being sold. Take Iran. The standard of 
a there is certainly not comparable to ours. Yet the prices are 
higher. 

Mr. Hoyt. Mr. Chairman, there is an error here in Iran. They say 
Wallace Laboratories sellsin Iran. That isn’t so. 

Senator Knravuver. That is what the State Department reported it 
the case of Milinorm. 
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Germany has a high standard of living comparatively and there you 
have 69 cents against $3.25 here. I don’t mean you, I mean American 
Cyanamid. So that I can’t see that your need to make a reasonable 
profit depends on how you adjust the price to what people can pay, 
unless you are really saying that you are charging what the traffic 
will bear in accordance with the income or the standard of living of 


ind- | people in different countries. 
that Mr. Hoyt. I don’t think we are charging what the traffic will bear. 
liv. | Ithink as I see the foreign prices they are in the same relationship to 


aman in the foreign country as here, and it costs him just as much 
hours of works to buy Miltown in a foreign country at his scale as 
itdoes a person here. I think they are equivalent, and I think every- 
body realizes that there is a difference in prices abroad and in the 
United States, and you just can’t convert. 

Senator Kerauver. You raised a question about Iran. We get re- 
= from the embassies, through the State Department, and this 
ran report is from the First Secretary. His report lists Milinorm 
assold by Wallace. 

Mr. Horr. Wallace where? There is another Wallace in England. 

Senator Keravuver. It just says Wallace. 

Mr. Horr. The Wallace in England is in no way connected with us. 

Senator KerAavver. All right. But, anyway, do they sell this—— 

Mr. Horr. I am not trying to quibble. That is all right. 

Senator Keravuver. Very well. 

I don’t know what situation we are in. I have been informed that 
the Republicans object to our sitting while the Senate is in session, 
so I don’t know what we can do. We would like to try to see if we 
can’t get this straightened out and continue on this afternoon, because 
Idon’t want to hold you up here and I don’t want to hold up American 
Home Products. 

Let’s recess on the basis that we will try to get this matter ironed 
out, if possible, and be back here at 2 o’clock in the afternoon. We 
will see what our situation is at that time. 

We will stand in recess until then. 

(Whereupon, at 12:15 p.m., the hearing was recessed, to reconvene 
at 2 p.m., the same day.) 
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AFTERNOON SESSION 


(At the reconvening of the session the following member is present : 
Senator Kefauver.) 

Senator Krravuver. I apologize for the delay in getting started, but 
the objection to the hearing has now been removed, so we can proceed. 

Did you have some statement, Mr. Hoyt? 

Mr. Horr. No statement. 


Senator Keravuver. I have just been handed a ticker message from 
the AP, dated today, which I think I should read: 


Attorney General Rogers today charged Carter Products, Inc., and American 
Home Products, both of New York City, with unlawfully conspiring to monopolize 
trade in mild tranquilizers. The announced companies were named as de- 
fendants in a civil antitrust action filed in the Federal district court at New 
York today. They are described as the two leading manufacturers in the mild 
tranquilizer field. Carter produces Miltown tranquilizer pills and American 

ome Products markets Hquanil tranquilizer pills. Both are made from mepro- 
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bamate on which Carter Products holds the patent, the Government said. The 
two companies were charged in the New York complaint with agreeing to ex- 
clude all others from the manufacture and sale of tranquilizer pills in which 
meprobamate is the sole active ingredient, agreeing to fix prices for the sale of 
Miltown and Equanil, agreeing that when meprobamate is used in combination 
with other drugs it is determined who will make and sell the product. 

The Attorney General asked the New York court for an order designed “to 
establish free and unfettered competition in the sale of all drugs in which 
meprobamate is used as an ingredient.” The Department said such an order 
could require Carter to make its meprobamate patent available without charge 
to anyone desiring to use it or set up a system involving “reasonable royalties,” 

I take it that this is the result of the grand jury investigation. It 
is not a criminal charge but a civil action. I take it that the principal 
aim is in connection with the patent system which we have had de- 
scribed here to us. I don’t want to ask you to comment, but I did 
want to say that I was aware of this story. 

Mr. Hoyt. Mr. Chairman. 

Senator Keravuver. Yes. 

Mr. Hoyt. May I have the privilege of Mr. Hanaway’s comments 
on this? ; 

Senator Kerauver. You may, but I don’t think Mr. Hanaway or 
anyone else wants to try the lawsuit here. I take it that in due course 
an answer will be filed and a motion to dismiss, or a demurrer, or 
whatever the procedure is, will be filed. F 

Then, of course, evidence will be taken and in due course argu- 
ments will be heard and it will find its way through the courts. It is 
a long procedure which I do not feel should have anything to do with 


our hearings here. But if you want Mr. Hanaway to make a state- | 


ment, it is all right with me. 

Mr. Hanaway. Mr. Chairman, I understand that by your read- 
ing that release, it becomes a part of the record in this proceeding. 

Benatar Keravver. I don’t care whether it is or not. Several 
people had asked me about it. If you have any objection to it being 
a part of the record of this ereeehing: it doesn’t need to be. 

Mr. Hanaway. No, I don’t object to it being part of the record 
because it has already been read out loud. But I would like to say 
this—— 

Senator Keravver. I thought, sir, that I should read is so that if 
there is any discussion about continuing this afternoon, we would 
have this before us. 

Of course the AP release is public and all the news people here and 
everybody else, I suppose, has seen the same thing. But if you have 
any objection to it being part of this record, I will order that it be 
deleted. 

Mr. Hanaway. My point is that since the chairman has brought 
up this subject in this meeting, that I would like to reply to it. 

Senator Keravver. Very well. 


Mr. Hanaway. Very briefly. Ordinarily we would not make | 


reference to the filing of this lawsuit against us in the midst of this 
investigation. However, since it has been brought up by the chair- 
man and made a part of this record, I will have this to say. I have 
not seen the complaint and therefore cannot comment on it in detail, 
but I do understand the nature of the charges and that they relate 
to the antitrust laws. 
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Let everyone be assured, however, that we, as Carter’s counsel, and 
Carter Products Co, itself will face these charges with the same forti- 
tude, with the same vigor, and with the same energy that we have 
demonstrated in the past in meeting unfounded charges brought 
against us. I think under the circumstances that we should be ex- 
cused from making any further answers in this inquiry, since it now 
becomes in the nature of an examination before trial in a suit brought 
by the Government without all of the safeguards that a party to 
such a litigation ordinarily has. 

Senator Kerauver. Thank you very much, Mr. Hanaway. I think 
we went through that matter the other day. 

We have a legislative responsibility. I am sure the judge in the 
trial of the case in pursuance of his oath of office will decide the case 
on the merit of the record that is made. The Congress and the com- 
mittee will decide on legislation on the record made. If we waited 
until every civil suit was determined, let alone every investigation or 
action before a grand jury of a criminal nature or before the Federal 
Trade Commission, it would be impossible for this or any other com- 
mittee to proceed in any line of economic investigation. Almost 
everything that I know of is before the court, the Attorney General 
or the Federal Trade Commission in some way or another, as you 
well realize, and they will be for many, many years to come, I imagine, 
like your suit about, 

Mr, Hanaway. Carter’s Little Liver Pills. 

Senator Kerauver. That took 16 years to complete, did it not? 

Mr. Hanaway. I think that is 17 years, to be exact. 

Senator Kerauver. All right, sir; we will proceed. I hope that we 
can proceed ewer 4 because we have people here from American 
Home Products and we would like to get to them. Do you have any 
further matters, Mr. Dixon ? 

Mr. Drxon. 1 don’t have any more. I don’t know whether Mr. 
Chumbris has or not. 

Senator Kerauver. Mr. Chumbris? 

Mr. Cuumeris. I have no further questions, Mr, Chairman. 

Senator Krerauver. There are no other exhibits and matters to be 
brought up? Mr. Hoyt, Dr. Berger, Mr. Hanaway, and Mr. Peake, 
I want to say that I think you have tried to be frank and helpful to 
the committee in presenting facts. I believe I should give m r- 
sonal opinion briefly. I will be saying it in more detail later. While 
you are here, if you do want to make any comment or any statement, 
you will have opportunity of doing so. 

There are no personalities involved in this matter. You have been 
very courteous and very ae all the way through. 

Mr. Hort. Thank you, Mr. Chairman. 

Senator Krerauver. I do think on the evidence there are several 
matters that strike me as being important. I would briefly like to 
refer to them. ‘The first is, in my own personal opinion—and I am 
hot expressing anybody else’s opinion as there are differences of opin- 
lon among even members of this committee about these matters, so I 
can only speak for myself—I think your prices to the American 
druggists are much too high. 
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Even if we take your figure of seven-tenths of a cent for produc- 
tion and add to it other costs, we come up with 3.9 cents per tablet 
which you sell to the wholesaler at 5.1 cents. That is about a profit of 
20 percent, or 1.2 cents per tablet. You said that advertising and 
other costs on Miltown were lower than in connection with some of 
your other drugs, so that this does look excessive. 

That is in my opinion also proven by the fact that this does not 
include a very substantial amount of royalties that you receive from 
Wyeth and American Cyanamid. The revenue you get from Wyeth 
enables you to get all of your raw product free plus a substantial 
profit of over $1 million. 

It seems also rather unfair to the American druggists and their 
customers for you to sell to Wyeth at a price of about $10, and to 
American Cyanamid at $4.50. American Cyanamid is selling the 
same product, under a different name in some cases, in other coun- 
tries. They start out with at least half of the raw product figure 
of Wyeth. 


Furthermore, if Wyeth can pay for promotion and detail men after | 
paying twice what you get the raw product for and sell it at the same | 


price, you are still making a very good profit. 
It would seem that your prices are too high. I still don’t under- 


stand why in countries where there is no price control, where some / 
of the products are shipped from the United States, and where a 7 


tariff is paid on them, how they can be sold in some cases at 85 to 90 


cents whereas the American wholesaler must pay $2.65 and the | 


retailer $3.25. 

I am also impressed with another thing. Your bids to the Govern- 
ment would seem to be at about a 20 to 25-percent discount. Mani- 
festly you don’t have to do as much advertising to the Government. 
Some of these sales to the Government are for $600,00 and $800,000. 
Your bids are the same as Wyeth, with one exception where there 
was a small difference. This is difficult for me to understand. When 
it came to Government business on corticosteroids, steroid hormones, 
there was real competition between the big companies and the little 
companies, with Schering selling to the druggists at $170 but bid- 
ding to the Government on the same drug at $25, for example. 

The difference is that no patent has been issued on prednisolone 
and prednisone. Here you have a patent. Other companies can't 
buy meprobamate from anybody else; Government agencies like the 
Veterans’ Administration can’t buy it, except from you. 

Your profit figures are the highest in the industry for the last few 


years. They have been the highest of any of the 500 largest Ameri: | 


can corporations. Granting you had some years when you went 
down to 15 percent, looking at your chart, your net worth after 


MMs 


taxes seems to be about on an average of 30 percent or maybe 4 7 
little higher. That is a very high profit. I don’t believe many J 


corporations do that well. 
_ Tam always glad to see anybody make a good salary and a good 
income, but frankly for a small corporation—you have a net worth 


of some $30 to $40 million re with some of these billion- [ 
fotors and United States Steel— 


dollar corporations like General 


the amount of money that has been paid for salary and this new J 
» Now. 
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method of getting compensation through stock options, looks to me 
like it is out of this world. 
I don’t know of anybody who has been before us, even from the 


| large corporations, who has had any salary, or rather overall com- 


nsation, as high as you make. Certainly the total compensation 
of the people from the other companies, while very high, was not 
anywhere near yours. It wouldn’t make an awful lot of difference 
to me if this concerned some luxury item that only very wealthy 


| people could buy and sometimes maybe foolish people who want to 
spend their money; I don’t much care how much they have to pay 
- or how much the company makes. But here we are dealing with 


something different, something in which there is a great public inter- 


est. We are dealing with something that people must have, drugs— 
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an per people, middle income people, as well as wealthy people. They 
n- 


ure | you have a responsibility to all the people. 


ave no alternative. So there is a different responsibility. I think 


There has come to my attention a poll that was printed in the 
Washington Star of January 24. It is known as the what-America- 
thinks poll, jointly owned by the McClure Syndicate and Jack 
Boyle, its president. Mr. Boyle has had over 15 years of reporting 
experience with nationally known polls. The Washington Post has 
the Gallup poll, I believe, and the Star has the McClure Syndicate 

oll. Iam going to ask that it be printed in the record. 

(Exhibit No. 193 may be found on p. 9936.) 

Senator Kerauver. The question was, “Do you think the Federal 
Government should take action to control prescription drug prices?” 
The answers in percentages were: Yes, 65.5; no, 21.5; no opinion, 13 
percent. 

I want to say frankly that I don’t like that idea. I don’t want us to 
have Government control on any kind of prices during peacetime. If 
Thad to go over now and vote on Government control of the price of 
drugs, I would vote “No,” because I know it is not a good thing to 
get started. 

But apparently a large part of the American public are coming to 
the Saal aie that something has to be done. Frankly, I have a fear 
that if something isn’t done, this 65.5 percent may grow, and the 
pressures on Congress may become greater and greater. 

There have been some efforts in some bills to have the Government 
step in in some way or another by paying medical costs in certain 
cases. I am against that. I don’t think that is the right approach, 
although I recognize the problem. 

The point I am making is that I still hope that companies with a 
patent monopoly, which gives them control of a big part of the market, 
will realize that they have a strong public responsibility and will 
make it possible to have real competition, will make it possible for 
our drugstores and our sick people to get the same breaks that they 
get in other countries. I want to say very frankly that I think the 
foreign customer is being given a great advantage. I just hope that 
you will get these prices down, and the best way to reduce this 65.5 


ind of legislation. That is what I am going to say in more detail 
later on. Mr. Hoyt, if you want to make any comment, you may do so 
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Mr. Hoyt. Mr. Chairman, I have tried to set forth the position of 
our company fairly, fully, and frankly. Our policies are established 
on the principle of sound business. Those policies will be altered or 
modified by us if in our opinion circumstances require it. In the face 
of this lawsuit brought by the Department of Justice against us, we 
naturally will make no changes or take any steps which in any way 
might be construed by anyone as wrongful or illegal. 

enator Keravver. I understand that, and I want to say again that 
you have been giving answers as best you could. I congratulate you 
upon that. But this lawsuit may be pending quite a number of long 
years, perhaps 16 or 17 years. 

Mr. Hanaway. It may be. You can’t tell. 

Senator Keravuver. You have been named in connection with ex- 
clusive licensing—I don’t know if that is a legislative problem here, 
and I don’t know exactly what is in the Justice Department’s mind 
on that score. But even without changing your method of handling 
patents and licensing, you could certainly reduce your prices. I don't 
think that would be any admission on your part. I think the Justice 
Department and everybody else would be mighty glad to see you do 
so, Mr. Hoyt. We certainly would be glad to see you do so. Is there 
anything else, Mr. Hanaway ? 

Mr. Hanaway. No. Thank you very much for your consideration 
and your courtesy throughout the hearings. 

Mr. Hoyr. Mr. Chairman, may I thank you personally for the 
courtesy extended by you and the committee to me in your endeavor 
to understand what I was trying to describe. Thank you very much, 
sir. 


Senator Kerauver. Thank you very much. Mr. Hoyt. We have | 


enjoyed being with you. It is not always altogether pleasant, but | 


guess somebody has to do this job. You are going to send us certain | 


material as best you can, as we have requested. 

Mr. Hanaway. Thank you. 

Senator Keravuver. Is Mr. Crolius, administrative assistant to Sen- 
ator Javits, here? 

We will have a 5-minute recess to enable the American Home Prod- 
ucts officials to get ready. 

(Brief recess.) 

Senator Kerauver. The committee will come to order. 

Senator Javits could not be here today to introduce Mr. Brush and 
the other witnesses from American Home Products. But his very 
able administrative assistant, Mr. Theodore Crolius, is here. We 
will recognize you at this time, Mr. Crolius. 

Mr. Crottus. Thank you, Mr. Chairman. Senator Javits regrets 
that he is not able to be here in person today. He asked me to rep- 
resent him, and I might add that Senator Keating, of New York, has 
also asked me to represent him here. On behalf of both Senator 
Javits and Senator Keating, I would like to introduce to you, Mr. 
Chairman, and the members of the committee who are here, Mr. 
Alvin Brush, the chairman of the board of American Home Products 


Corp. 
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Senator Keravuver. We are glad to have you here, Mr. Brush. 

Mr. Crotrus. If I may just add, Mr. Chairman, if I may, that 
American Home Products Corp. has two factories and its principal 
administrative office in the State of New York and employs over 
2,000 employees in the State of New York. Senator Javits requests 
that you be good enough to extend your always unfailing committee 
courtesy to Mr. Brush as he makes his statement before you this after- 
noon. Thank you, Mr. Chairman. 

Senator Kerauver. Thank you very much, Mr. Crolius. 

You have some of your associates with you, Mr. Brush, Will you 
introduce them ? 


STATEMENT OF ALVIN G. BRUSH, CHAIRMAN OF THE BOARD, 
AMERICAN HOME PRODUCTS CORP., ACCOMPANIED BY HERBERT 
W. BLADES, PRESIDENT, WYETH LABORATORIES; GILBERT 
McINERNY, GENERAL COUNSEL, AND DR. GEORGE FARRAR, 
MEDICAL DIRECTOR, WYETH LABORATORIES; B. M. WEBSTER, 
COUNSEL, AMERICAN HOME PRODUCTS CORP. AND LOUIS H. BAER, 
PATENT ATTORNEY, AMERICAN HOME PRODUCTS CORP. 


Mr. Brust. Herbert W. Blades, president of Wyeth Laboratories. 

Senator Krrauver. Wyeth is located where? 

Mr. Brusu. Radnor, Pa. 

Mr. Gilbert McInery, general counsel, and Dr. George Farrar, our 
medical director of Wyeth Laboratories. 

Senator Kerauver. Mr. B. M. Webster is here, of the Webster, 
Sheffield & Chrystie law firm. You are representing American Home 
inthis proceeding ? ; 

Mr. Werstrr. That is true, Senator. 

Senator Krerauver. All right, Mr. Brush. You have a statement, 
I believe. 

Mr. Werster. Senator, in view of your statement this afternoon 
after the recess, I think it is appropriate for me and, indeed, I think 
it is necessary in the interest of my client to make a brief statement. 

Since hearing you read the release, the dispatch from New York, I 
have obtained and I have in my hand a copy of the official release of 
the Department of Justice relating to this proceeding. I would like, 
ifI may, just to read you one sentence. 

Senator Krerauver. Suppose we make the whole statement. a part 
of » record as an exhibit. It will be 194. Read such part as you 
wish, 

(Exhibit No. 194 may be found on p. 9937.) 

Mr. Wensier. I will hand this up unless you have copies there, 
which I suspect you have. 

Senator Kerauver. No; we haven’t. 

Mr. Weester. The sentence that I want to read is as follows: 

The defendants, Carter Products, Inc., maker of Miltown, and American 
Home Products Corp., manufacturer of Equanil, both with offices in New York 
City, are charged with (1) agreeing to exclude all others from the manu- 
facture and sale in the United States of tranquilizer drugs made with meproba- 


mate as the sole active ingredient; (2) agreeing to fix prices for sale in the 
United States of meprobamate tranquilizers; and (3) when meprobamate is 
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intended to be used with other ingredients to manufacture other than tran. 
quilizing drugs agreeing to mutually determine who will make and sell such 
combination drugs which are used principally for treating arthritis, gastroin- 
testinal, cardiac, and other ailments. 

Now, without commenting further on that release—— 

Senator Keravver. Isn’t there also something in the release about 
the exclusiveness of the patent 4 


Mr. Wenster. Not in the portion that I read. There may be, later f 
on, in Mr. Rogers’ statement, but, anyway, this whole release may be f 


read, 

Now, I think I should refresh the chairman’s and committee men- 
bers’ and staff’s recollection of the fact that, pursuant to subpena 
dated March 26, 1959, and another subpena dated September 11, 1950, 
the American Home Products Corp. has submitted a large amount 
of information, data, and documents to this committee. Later on, 


pursuant to a letter and informal request from committee counsel, f 


we submitted a great deal of statistical information which had never 


been released before to the public on what has been called by the > 
staff forms 1 and 2. We did that voluntarily, Mr. Chairman, in the [ 


interest of furthering this investigation, but we requested confidential 
treatment, not on the ground that we thought it was improper for the | 
committee to request such information but on the ground that the | 
disclosure of that information to our competitors would be, in a sense, § 


throwing away a corporate asset of considerable value. 


The American Home Products Corp. has never sought publicity or 7 
publication. It has never transmitted confidential information about [ 
its operations to its competitors. That was referred to in a letter f 


which we had from Mr. Dixon, dated December 22 last year. 
Following that, in a letter dated the 28th of December, Mr. Brush 
received an invitation to appear before your committee. At that 
time, in view of the pending grand jury proceedings and only for that 
reason, he asked for a postponement of this hearing insofar as it 


related to his company and tranquilizers. You will recall in the letter | 
of invitation you stressed as the subject matter of this hearing the | 
very matters that have been stressed today by you in your statement | 
of the press dispatch and as stressed in the official release from the) 


coe nbn ee of Justice, demonstrating, I think, that Mr. Brush was 
well advised to request respectfully a postponement of the hearing. 

Now, that was refused on grounds which you, yourself, have stated 
several times, that a postponement might be regarded by you as an 


interference to some extent, in some degree, with the legislative re 


sponsibilities of the U.S. Senate. We accepted that; we accepted 


that ruling, and we came down here a week ago today, I think, of 
the 20th of this month, and we have been here ever since. Mr. Brush 7 


and I and others on his staff have been in this courtroom. 
. - os : 
Senator Kuravuver. This is a ‘hearing room, not a courtroom. 


Mr. Wessrer. Hearing room. Sometimes I wish it were a court | 


room, Mr. Chairman, with all respect. 


_ Now, had we been the first of the two companies, Carter and Amer 
ican Home Products, to appear, I would have stated an objection) 


similar to the one stated by Mr. Hanaway, except that I would have 
placed it on the ground of fair play and decency. I would not have 
questioned the power of the committee to proceed legislatively. 
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simply would have put it on a basis of fair play and decency, and I 
also would have objected to questions relating to the subject matter 
of the investigation. Indeed, I should have gone much further, I 
think, in that regard than my friend Hanaway did. 

Nevertheless, here we are now confronted, as he pointed out a few 
moments ago, with a civil proceeding, which can only be embarrassed, 
not to say jeopardized and impeded, by further consideration of this 
matter. I must say, with a lawyer’s desire to make use of what he 
regards as strong preparation, I am obliged to say that it seems to 
me, from the standpoint of the protection of my client, this hearing 
should be postponed. I think I have said all I need to say on that 
subject. If you care to rule on that or to ask your colleagues to assist 
you to rule on it, we will be ready to await that ruling. 

Senator Kerauver. Thank you very much, Mr. Webster. I think 
it is quite clear that the Constitution gives the Congress not only the 

ower but the responsibility of regulating commerce between the 
states in matters of sales involving the safety, health, and welfare 
of the people of the United States. This relates, of course, to the 

harmaceutical industry and the sale of drugs. Congress must pass 
aws, but Congress cannot intelligently pass laws unless it has the 
facts upon which to base legislation in regard to the regualtion of 
commerce. Every company that we have before us in almost every 
line of industry is involved in lawsuits, as I have pointed out. These 
cases will be decided on their merits. But Congress has the over- 
riding responsibility of receiving legislative recommendations and of 
legislating. 

We want to be fair; we have endeavored to be, and we will en- 
deavor to be, but what is important here is that we are engaged in an 
important investigation, important to the Congress and important to 
the people. 

On your theory we would never get around to improving the law; 
we would never get around to considering legislative recommenda- 
tions. The Sherman Act was passed in 1890, the Clayton Act in 1914, 
and the Robinson-Patman Act in the 1930's, so that I think really you 
are in a better position to make the point when it must have been a 
criminal indictment. 

Mr. Wesster. That question, Mr. Chairman, has not yet been de- 
termined. 

Senator Krerauver. This has turned out to be a civil suit that has 
been brought. We cannot delay our investigation because of the 
pendency of civil suits or of the work of grand juries. I imagine that 
most all big companies, every time they appear here, have a number 
of suits of a civil nature pending in which they are involved. 

Mr. Werster. I don’t believe you will find that is true in the case of 
the American Home Products Corp. 

Senator Kerauver. I didn’t say that, because I don’t know specifi- 
cally, but I do know that in industries like steel, automobiles, and 
cement every company usually has some suits pending relating to 
them. So we will proceed, sir. 

Mr. Wersrer. I think, Mr. Chairman, you would agree that I should 

allowed to make these two observations. 

Senator Kerauver. You may make any observations you wish. 
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Mr. Wesster. First is that none of us knows whether the grand 
jury proceeding has terminated or whether it will terminate. It is not 
uncommon for the Department of Justice, as we all know, not only to 
institute a civil proceeding but at the same time to obtain an indict- 
ment from a grand jury, or at a later time to obtain an indictment 
from a grand jury so that the jeopardy is just the same today as it 
was on the 20th of January last. 

The other point I should like to make, Mr. Chairman, is that many 
of the questions you asked this morning, if I may say so most respect- 
fully, were far afield from the legislative function of this committee 
and of the Senate, of the legislative authority of this committee. Many 
of them related to subjects which I think all of us here recognize as 
being far removed from the primary purpose of this committee under 
this resolution. 

Senator Kerauver. You have said many questions were far afield, 
Name one question that is far afield. Name one. 

Mr. Wesster. I thought questions bearing on the executives of the 


American Home Products Corp. and Carter, whether they belonged | 


to the same clubs, whether they ever saw each other, what they talked 
about, was far removed from what I understood to be, and I say this 
most respectfully, the legislative purpose of this committee. 

Senator Kerauver. I respectfully submit, Mr. Webster, that noth- 


ing could be more clearly within the legislative purposes of this com- | 


mittee. The American economy is founded upon a free competitive 
enterprise system ; not just a free enterprise system, but a free competi- 
tive enterprise system; not just free to do as you please but to have 
competition so that we can have fair prices, and so that competition 
will hold the prices down and give everybody a chance. I can’t imag- 
ine anything that is more relevant to the question of whether there 
really is price competition between Wyeth and Carter than the fact 
that their prices were the same. To me, it is still not explained. That 
is the very thing the antitrust laws are designed to prevent—the lack 


— 


ET 


of price competition—and, if they are not sufficient to prevent it, we, | 


want to amend them. 

Now what else? 

Mr. Wenster. That is the line of questions I had in mind. 

Senator Kerauver. You said you thought we went far afield. You 
named one subject. Do you have others to name? 

Mr. Wesster. That is the subject that I had in mind. 

Senator Kuravver. Very well. We will proceed. 


RENN 


Mr. Drxon. Mr. Chairman, before Mr. Brush starts, I do not want | 


there to be any misunderstanding by anyone who reads this record 
with respect to the letter that I had written at the direction of the 
chairman requesting certain information outside of the subpena. 
You stated, Mr. Webster, that the committee must hold these in con- 


fidence. I think if you will review that correspondence, Mr. Webster, — 
you will find that I advised you that it wouldn’t be received under — 


any such condition, but that the committee would have to decide its 
confidentiality. I, as a staff member, do not have the right to make 
any such decision. 

Senator Krerauver. We understand that. 

Mr. Wenster. I think the record will show what the correspond- 
ence was. 
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Senator Keravuver. Very well. ; 

Mr. Brush, you have a statement, I believe. I don’t know if we 
can finish this afternoon or not, but I know we would all like to. 

Mr. Brusu. Mr. Chairman, and members of the committee—— 

Senator Kerauver. Will you proceed, Mr. Brush? : 

Mr. Brus. My name is AlvinG. Brush. I am chairman of Ameri- 
can Home Products Corp. and have been its chief operating executive 
since 1935. Iam also a director of Manufacturers Trust Co., Electric 
Bond & Share Co., American Foundation for Pharmaceutical Educa- 
tion, United Medical Service, Health Information Foundation, and 
Iam a trustee of New York University and the Dime Savings Bank 
of Brooklyn. 

I want to say at once, gentlemen, I am sincerely interested in the 
matter before this committee. 

Off the record I would like to say I planned to say something about 
the grand jury. 

Senator Krerauver. You want that off the record ? 

Mr. Brusu. I’m going to leave that out because it has been well 
discussed. 

Before I go further you gentlemen should know we recognize that 
what we do is closely related to public health and for that reason 
welcome and want to help an inquiry seeking to advance the public 
health and the broad availability of drugs at fair prices. 

This industry is in a very formative stage, and the tranquilizer 
field in which you are now interested is only about 5 years old. There 
may be uncertainty—and I believe there is—as to the purposes and 
numbers and names of products. Some of the marketing activities, 
advertising and detailing, and so forth, may be wasteful, an remem- 
ber they signify not merely a high degree of product competition, 
but also competition, greatly to be desired and encouraged, among 
many manufacturers’ research laboratories. Other great industries 
have been affected by similar characteristics. 

In saying these things, I want to emphasize that we at American 
Home Products are aware of the problems and weaknesses, as well 
as the strength and wonderful future, of this industry and that, as- 
sisted by full inquiry and comment, our company shall continue to 
seek and, we hope, to deserve the confidence of the medical profession 
andthe public. Hence, we regard this investigation as an opportunity 
to discuss our relation to the industry and the public welfare.., 


WHO WE ARE 


American Home Products Corp.— 

Senator Keravuver. You mean you think an inquiry like this is a 
on thing in order to get everything aired out and see where you 
are 

Mr. Brusn. Yes, sir; I will be glad to find out where I stand, sir. 

Senator Keravuver. A good thing for the public, a good thing for 
the company, a good thing for Congress. 

Mr. Brusu. Yes, sir. 

Senator Kerauver. All right. I am glad to see you don’t exactly 
agree with your counsel on your left. 
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Mr. Wessrter. I hope you understand why there seems to be an 
area of disagreement. Indeed there really is none. The position that 
I took was one that I took in the interest of the protection of a client. 

Senator Kerauver. We understand. That was just a little quip. 

Mr. Wesster. I am sure it was. You don’t overlook very many 
y+ hang 

Senator Kerauver. Thank you very much. I wish you would go 
down to Tennessee and tell them. 

Mr. Brusu. American Home Products Corp, is a publicly owned 
company with approximately 17,000 employees and 28,000 stock- 
holders. No stockholder owns as much as 2 percent of the stock. 

Our current sales are approximately $450 million a year, of which 
about $200 million are in the field of ethical drugs; that is, medicines 
usually sold on prescription. The balance of our business is fairly 
equally divided among advertised drugs, household chemicals, and 
foods. We sell these products to wholesalers, retailers, governments, 
and hospitals. We do not sell them to individual consumers. 

Our primary ethical drug division is Wyeth Laboratories, which 
was founded in Philadelphia exactly a century ago. We have de- 
veloped a substantial number of well-accepted products, including 
tranquilizers. 

Of the hundreds of different products we have created or marketed, 
most of them are no longer being made; they have been replaced by 
new and better products. In fact, over 65 percent of our ethical drug 
business today is in products that did not exist 5 years ago. 


DRUG CONTRIBUTIONS 


The contribution of drugs to human welfare is difficult to gage. 
Life and health can’t be measured by statistics. We do have a few in- 
dications, however. One example of what medicines have contributed 
is the increased insurability of American people. 

The Reader’s Digest for this*month states that 97 percent of those 
who applied for life insurance in 1959 were issued policies, in con- 
trast with 20 years earlier when a vast part of our population could 
not get insurance. 

In the last 20 years, life i insurance protection has soared from $120 
billion to $550 billion—an increase of approximately 450 percent. 

The article says this was made possible, in large measure, by the 
lifesaving progress of medicine and the achievements of the pharma- 
ceutical industry. Within the past 6 months, major insurance com- 
— have for the first time offered hospitalization and accident and 
r1ealth insurance to people over 65, again because of the advances in 
medical and pharmaceutical sciences. 

The National Committee Against Mental Illness, Inc., reports that 
at the end of 1958 there were 18,000 fewer patients in our State 
mental hospitals than in 195 5—this in spite of an average annual in- 
crease of 10,000 admissions. 

This has brought a reduction in the number of beds required by 
43,000. Translated to dollars, the States have saved $860 million in 
construction costs alone. 

A report issued just last, week by the National Institutes of Health 
confirmed that 1959 was the fourth year in a row with a net decline 
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in patients in public mental hospitals, notwithstanding a great popula- 
tion increase. (In the 40 years preceding 1955 the inmates in public 
mental hospitals had more than quadrupled.) Tranquilizers have 
contributed enormously to this reversal in mental confinements. 

And outpatient care, under tranquilizers, has been stated to cost $50 
ayear against a hospitalization cost of $1,500 a year. 

I would like to emphasize this: Tranquilizers were developed by the 
ethical drug industry on its own initiative, without financial support 
from governments, foundations, or similar groups. 


OUR TRANQUILIZER HISTORY 


We entered the tranquilizer field in this way: We introduced a new 
and potent antihistamine in 1951. Through a study of its properties 
we became interested in, and conducted basic research on, compounds 
of this class, from which we hoped to develop drugs to treat mental 
and emotional problems. From this came promazine, a phenothiazine 
compound, on which we obtained a patent, and which we market as 
Sparine, an effective drug for hyperactivity and agitation. 

During this period, we learned of the development of meprobamate 
by Dr. Berger at Wallace Laboratories, apparently a major break- 
through in the quest for effective psychiatric drugs. We immediately 
sought and obtained a license from Wallace. We marketed our 
meprobamate product, Equanil, and have since conducted, and are 
still conducting, an amazingly large number of laboratory and clinical 
tests related to it. 

DRUG PATENTS 


We think patents are necessary in this industry to provide incentive 
for the advancement of drug therapy. While we are not a major 
patentee, we have sought patents and patent licenses to develop new 
and improved products. Each of our licenses has been carefully 
checked by patent counsel for legality before its execution. 

Medicine would suffer if the few successful products could be copied 
by anyone with impunity. For example, it is widely recognized that 
in those countries where patent protection is nonexistent or insignifi- 
cant, there has been practically no development of new drugs. 

Reference has been made in these hearings to the copying of tran- 
quilizer drugs in Italy. This is possible because that country has no 
patent protection for drugs. That lack of protection is undoubtedly 
why Italy has made no significant contributions in effective drugs 
for many years. 

It would seem that there are two alternatives—either to provide 
optimum patent protection for the development of new drugs, or to 
provide such minimal protection as would result in a nondisclosure 
of inventions. 

The latter alternative would surely delay progress, and is hardly 
desirable. Indeed the framers of the Constitutions were aware of 
this when they empowered Congress— 


. ** To promote the progress of science and useful arts, by securing for limited 
times to * * * inventors the exclusive right to their * * * discoveries. 
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RESEARCH 


We have been a little slower in expanding our research than others 
in the industry. In 1958 we spent approximately $9.5 million, or 
about 5.6 percent of sales, on research and royalty expenditures. 

Of course, the royalties were really payment for the other fellow’s 
research or invention. I feel that at least 6 to 8 percent of sales 
must be expended for research if we are to progress. The fact is 
our research expenditures are rising at a more rapid rate than any 
other costs in our business, and we estimate our expenses for these 
= will total $13 to $14 million in 1960. ; 

ery large capital investment is also necessary to provide adequate 
research facilities. 

Last year the drug industry’s laboratories investigated approxi- 
mately 114,000 different substances. Only 1,900 of them reached a 
stage of clinical testing. Probably less than 40 new chemicals will 
be marketed by the industry. In our own company in 1958 we had 
a total of 203 research projects underway for our domestic drug 
business and yet in that same year we were only able to introduce 
four new products as a result of these and prior research projects. 

The committee should understand there is a great difference between 
the discovery of a chemical substance and the development of its 
therapeutic use. 

For example: The sulfonamides were discovered in the dyestuff 
field by Germans in the 19th century. Fifty years later, after tre- 
mendous research, the utility of sulfas for human ailments was accom- 
plished. The greatest drug of our time, penicillin, was almost acci- 
dentally discovered by Sir Alexander Fleming, but it lay practically 
unusued until millions were spent by our country and cooperating 
drug manufacturers in perfecting its drig value. 

Thereafter, industry spent further millions on methods of mass 
production for it. Currently the National Institutes of Health, uni- 
versities, hospitals, and drug manufacturers are spending hundreds 
of millions of dollars in research on hundreds of thousands of com- 
pounds of long existence in the hope of developing cancer drugs. 

It is obvious that no one firm can create new profitable products 
each year. If lucky, the manufacturer will come up with one or two 
products which will be profitable for a few years. 

A company with a long list of established products must rely on 
a few of them—usually the ones still in the process of growth—to 
provide profits necessary to keep the research engine running. 

Return from a specific product bears no relation to the research ex- 
penditures on that product, in retrospect. The return in most cases 
is zero. The few successful products have to pay for the hundreds 
of research failures, for it has been estimated th 
ful drug product he markets, the manufacturer has invested several 
an in research on products which never materialized commer- 
cially. 

As an example of this for us: For many years we have produced an 
infant feeding formula called S-M-A, which has been widely pre 
scribed by doctors as a substitute for human milk. 

In an effort to make the product as identical as possible to the 
physical and chemical characteristics of human milk, we have ex- 
panded our research. 


at for every success | 





is! 
Wil 


jus 
sul 








ers 
, or 


W's 
iles 
t is 
ANY 
1e86 


late 
oxi- 


will 
had 
rug 
luce 


een 
its 


tuff 
tre- 


ccl- 
ally 
ting 
nass 
uni- 
reds 


/OM- 


ucts 
two 


7 on 
—to 


| ex- 
Ases 
reds 
2eS8- 
eral 
mer- 


d an 


pre § 


the 


) @X- 


ADMINISTERED PRICES 9241 


For this we supported studies by Dr. Paul Gyorgy, a world-famous 
pediatrician of the University of Pennsylvania, and have retained 
Nobel Prize winner Prof. Richard Kuhn of Heidelberg, Germany. 

Up to now, this project has cost us over $1 million, and our objective 
is not attained. We still consider the goal worthwhile and believe we 
will succeed. s 

Senator Krravuver. Senator Wiley isn’t here but Mr. Chumbris 
just called my attention to the fact that if you succeed in making this 
substitute for human milk, it is not going to make him and other 
people in Wisconsin happy. : 

r. Wenster. We don’t think Wisconsin competes in that area. 

Mr. Brusu. This is made from cow’s milk, so they won’t be upset. 


QUALITY CONTROL 


Let’s turn for a minute to quality. In pharmaceuticals, perhaps 
more than in any other business, the quality of the finished product 
is tremendously important. 

Under the food and drug law extremely complex quality standards 
apply to all new drugs, whose developers alone bear the heavy costs 
thereof. Similarly, it imposes rigid requirements on all phases of 
quality of nationally distributed products. The National Institutes 
of Health place very detailed controls on biological products; the 
Treasury regulates the manufacture and sale of narcotics; agencies 
in States license or police what we do in our plants and warehouses. 
These all create at least minimum standards. And the larger the 
operation, the more closely they are applied. 

We are not interested in minimum standards. We want maximum 
quality. This is the one factor that has given us the reputation we 
enjoy with the medical profession. For this reason we test each and 
every one of our products in all phases of its manufacture, including 
every ingredient and packaging material, work in process, and the 
finished drug. For example, on each batch of Equanil tablets we 
conduct 287 quality tests, and on each batch of tablets of Sparine we 
conduct 199 quality tests. All of this is done, of course, before a 
single tablet from such a batch is released for sale. Obviously this 
costs money. 


TRADEMARKS VERSUS GENERIC NAMES OR FORMULARIES 


It is our firm conviction that the imposition of a generic name or 
formulary system is wrong. The continued use of the trademarked 
drug system is essential for the progress of medication and for the 
benefit of doctors and the public. I will submit to you a detailed 
statement on this. 

Senator Keravver. Do you have a statement that you wish to 
present on that? Let it be made exhibit 195. 
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(Exhibit No. 195 follows:) 


STATEMENT BY ALVIN G. BRUSH, CHAIRMAN, AMERICAN HOME Propucts Corp, 
TRADEMARKS VERSUS GENERIC NAMES OR FORMULARIES 


The quality of our products is summed up in one simple way: The trademark, 
When we put that name on a product, the physician knows we stand behind 
it as the best quality that can be attained, and he has faith in it and prescribes 
it with complete confidence. 

The weaknesses of prescribing by generic names rather than trademarks 
are manifold. 

Generic names are originally suggested by the manufacturer as the most 
simple word which will be descriptive of the chemical name. His suggestion 
is reviewed by the American Medical Association and the World Health Organiza- 
tion for their determination of whether the dual criteria of simplicity and de 
scriptiveness are accomplished. Unfortunately, because of the chemistry and 
international language considerations involved, the generic name which may 
finally be approved by these bodies is often one that is quite difficult to spell 
or pronounce. While we wish it weren’t so, these difficulties cause real prob- 
lems for the manufacturer, distributor, pharmacist, and physician. In fact, 
there has been more than one occasion in which the matter orc writing or pro- 
nunciation of a generic name has resulted in a misunderstanding between the 
prescriber and dispenser. On the other hand, trademarks, which need not be 
descriptive, and cannot be under trademark law, are almost invariable easy to 
read, write, and speak. Attached is a chart showing comparisons in trade. 
marks, generic names, and chemical names. 

A generic-named product sold in interestate commerce must meet the stand- 
ards of the United States Pharmacopoeia or the National Formulary, if it is 
listed therein. These compendiums do not list products by trade names, and 
they are not Government publications, for they are put out by private organiza- 
tions. The United States Pharmacopoeia is published every 5 years, with in- 
frequent supplements, the last of which appeared in April 1959. The National 
Formulary is published at irregular intervals, not more often than every 4 
years. Asa result, the newest and often most effective products are not listed 
in them. As only a minute example of the point, neither of these formularies 
has yet listed, directly or through supplements, Equanil or Sparine, under their 
generic names or otherwise, nor have they yet listed poliomyelitis vaccine. 

A generic or formulary system is analogous to grade labeling for foods, which 
the Congress has rejected on more than one occasion. Even though under the 
Food and Drug Act the FDA may establish minimum standards of identity for 
certain foods, the great majority of consumers prefer to buy these standardized 
foods under trademarks in which they have confidence. Put another way, the 
limitation of the consumer (or the doctor) to a standardized product (such as the 
Pobeda or Zis cars in Russia) is repulsive under our American way of life. 

The United States Pharmacopoeia and the National Formulary contain good, 
but incomplete and general, standards and tests for drugs under their generic 
names. Our quality procedures impose more stringent and additional stand- 
ards and tests for constant purity, potency, and therapeutic efficacy. Many 
doctors prefer to prescribe drugs under their trademarks rather than generic 
names simply because they believe these extra qualities are desirable. 

Thus, the imposition of a generic name or formulary system on the industry 
or profession could very well deprive physicians of full freedom of choice in 
the medications they think necessary for their patients. Simply stated, if the 
physician or patient wants what he thinks is best, he is entitled to it. To 
attempt to regulate otherwise would be a grave responsibility for anyone to 
assume when health, and even life itself, may be at stake. 

There is another factor to be considered on this subject. Trademarks are 
similar to patents in the sense that they constitute a proprietary right which 
encourages manufacturers to research and improvement in products which bear, 
or may bear, their trademarks. If manufacturers are denied or limited in the 
use of this proprietary right, it will stultify research and improvement. We 

are also satisfied that limitation on the use of trademarks will quickly have 
the effect of sharply reducing competition. We think these results are con- 
trary to American principles and interest. 
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Tranquilizer drugs 








Trademark Generic name Chemical name 

| Meprobamate_.__..| 2-methyl-2-n-propyl-1,3-propanediol dicarbamate. 

Soarine............| Promasine. ...-..- 10-(3-dimethylaminopropy])-phenothiazine hydrochloride. 

Thorazine........- Cbhlorpromazine__- SS eee phenothiazine hydrochlo- 
ride. 

Compazine........ Prochlorperazine__| 2-chloro-10-[3-(1-methyl-4-piperazinyl) propyl] phenothiazine. 

SE tinilesuaean Hydroxyzine__.___| 1-(p-chlorobenzhydry])-4-(2-(2-hydroxyethoxy) ethyl] piperazine 
dihydrochloride. 

MEIER. casscace Meprobamate-_....| 2-methyl-2-n-propy]-1,3-propanediol dicarbamate. 


General drugs 





Trademark Generic name Chemical name 
Kymex _....... Sulfamethoxypyridazine_____...._| 3-N!-acetyl sulfanilamido-f-nethoxypyridazine. 
Diamox. - ..-- ROCIIG i wtaceccasesimendne 5-acetamido-1,3,4-thiadiazale-2-sulfonamide. 
I Tripelennamine _.............---- N-benzyl-N’,N’-dimethyl-N-2-pyridyl-ethylenedia 
mine hydrochloride. 
i caiio dames Triacetyloleandomycin ._.......-- Chemical structure not determined; empirical for- 


mula CaHerNOis; triacetyl ester of antibiotic 
elaborated by Streptomyces antihioticus. 


isecwccnebe Hexocyclium methylsulfate - ____-- N-(B-Cyclohexyl-B-hydroxy-B-phenylethyl)= N’-meth- 
yipiperazine dimetnylsulfate. 
Pathilon...._..| Tridihexethy] chloride. _._..__-- 3-diethylamino-1-phenyl-1-cyclohexyl-1-propanol eth- 
yichloride. 
Combid__..._- Prochlorperazine with isoporpa- | 2-Chloro-10-[3-(1-methyl-4-piperazinyl) propyl] phe- 
mide. nothiazine dimaleate with (3-Carbamoyl-3,3- 
diphenylpropy]) di-isopropylmethylammonium 
iodide. 
Romilar_......] Dextromet’ orphan + ydrobromide_} d-3-Methoxy-N-methylmorphinan hydrobromide. 
Rautrax.......| Flumethiazide with Pauwolfia | 6-Trittuoromethyl-7-sulfam yl-1,2,4-benzothiadiazine- 
serpentina. 1,1-dioxide with Pauwolfia serpentina. 





ADVERTISING AND DETAILING 


Mr. Brusn. Now, let me say a little about our ethical drug adver- 
tising, the purpose of which is to communicate to a current, 
accurate, and concise information about our products. For this we 
use mail, professional journals, and samples. We try, from selected 
lists, to direct this material only to doctors who have a practicing 
interest in the product it involves. 

All our advertising is approved by our medical department. The 
only therapeutic claims permitted are those contained in the direction 
circular furnished to all doctors, most of which have been approved 
by the Food and Drug Administration. 

pomping is another way of acquainting physicians with our prod- 
ucts. Many doctors like to be familiar with the physical characteris- 
tics of the drugs they prescribe. This is especially true of new drugs. 
We have observed that the majority of physicians make practical uses 
of samples. 

_ The most important link in our promotion and distribution system 
is the detail man. 

Our typical detail man is a college man who has usually majored in 
chemical or biological sciences. When first employed, he follows a 
detailed course of training for 18 months. After this, he must study 
current technical product data sent to him regularly by the company, 
Pits he is periodically checked on his comprehension of this. informa- 

lon, 

Whenever a new product is released, he attends discussions at which 
the drug is described in all its aspects. 











9244 ADMINISTERED PRICES 


Our detail men spend about 75 percent of their time in providing} Se 
useful information to the doctor about our ethical drugs. ost physi- | refer 
cians are very busy men. While the needs of his patients must come} was 
first, the doctor has to keep abreast of new drugs, techniques, and} expe 
methods. Therefore, he frequently looks to the detail man to provide | tory 
our product information briefly and accurately, and to supplement it | I spe 
with instructive literature, reprints of medical journal articles, and] is th 
samples. | us te 

The detail man renders many other services. He exhibits medical) M 
films to doctors; he provides immediate delivery of vitally needed | said, 
drugs; he gives emergency information when requested; he is avail- | whe 
able night and day for service to the “health team” in his area. tory 

€ 
DRUG PRICES AND CONSUMER COSTS you! 


Now, let me say a bit about prices, or the cost of our drugs. ; 
I would like to try to put this subject in proper perspective in the | Wh, 
light of facts found by Government and other objective studies. At | gost 
the present time the American people are — about 5 percentof| = 
their disposable income for alcohol and tobacco, 4 percent for enter- ~ the , 


tainment, and only 1 percent of it for drugs and sundries. In addi- | ye, 
tion, these same studies show that in the past 12 years the wholesale} —_g, 
prices of drugs declined, while all wholesale prices have risen 2! the. 
percent. Jul 


The facts on our tranquilizer drug prices are simply these: Through | fieg 
prescription surveys we ascertained the daily maintenance dose pre- | 
scribed by doctors on these drugs. Our selling price for the average | 
maintenance dose of Equanil is between 11 and 17 cents a day, and | 
for Sparine is 19 cents a day. ; 

In my opinion, these data very clearly and emphatically show that | 
our drug prices are not excessive or burdensome, even to the low- | 
income patient. Of course, we recognize that some patients are 
indigent, and certainly they, too, are entitled to the drugs they need. 
But this is a social-economic problem with which we are all con- | 
cerned, and it will require the combined efforts of all of us to find 
solutions for it. This is one of the reasons I am here—to try to help | 
you do so. , 

The statement has been made in news articles, editorials, and even | eth: 
at these hearings that for the first time in history American people | , 
are spending more for drugs than for physician’s services. It said p knc 
amg expenditures were $4.4 billion in 1958, against $4.3 billion for 

octors. 

Diligent search for the authority for this statement has disclosed | 
it to be grossly erroneous, for, by their own admission, the $4.4 billion 
figure included about $1.2 billion for prosthetic appliances and eye: | 

lasses. These are obviously not drugs, and are not the product of our | 
industry. The true fact is that the ethical drug industry sells its F 
goods at substantially less than $2 billion a year. After applying the | 
normal costs incurred by wholesalers, pharmacies, and the like, the | 
actual consumer expenditure is about $2.7 billion for ethical drugs. | 

This is a far cry from $4.4 billion. Frankly, such irresponsible) 9° 
statements cannot promote the public interest. | 














Ling 
ysi- 
ome 
and 
vide F 
at it F 
and | 


ADMINISTERED PRICES 9245 


Senator Keravuver. Just a second. I don’t know whether you are 
referring to the statement that I made or not. The statement I made 
was based on a report in the newspapers which very clearly said that 
expenditures for drugs and medical appliances for the first time in his- 
tory of the United States were higher than the money going to doctors. 


_ Ispecifically referred to drugs and appliances together, and the source 


is the Department of Commerce National Income Data. If you want 


_ usto check it, we will get the exact source and tell you where it is. 
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Mr. Brusu. I refer particularly to the New York Times, where it 
said, “Cost of medicines topped doctor’s fees”; to the World Telegram, 
where it says, “Drugs cost more than M.D.’s for the first time in his- 
tory.” This is out of the American Druggist. 

Senator Keravuver. You are not quoting me in these articles, are 

ou 
. Mr. Brusu. No. 

Senator Keravuver. All right; I just wanted to make that clear. 
Whenever I have made a statement about it, it has referred to the 
cost of drugs and medical appliances. 

Mr. Brusu. We think the appliances should not be mixed up with 
the drugs, anyhow, because we have a heavy enough responsibility if 
we deal with the drugs without the appliances. 

Senator Kerauver. Let’s get into the record the exact place where 
the information comes from. This is the Survey of Current Business, 
July 1959, of the U.S. Department of Commerce, Office of Business 
Economics, page 17, lines 43 and 44. 

Drug preparations and sundries, $3,261 million; ophthalmic products and 
orthopedic appliances (d.c.), $1,101 million. 

Let’s add those together. 

Mr. Brusu. We don’t think they should be added together. 

Senator Kerauver. That is what the news item did. 

Mr. Brusn. Do you have to add it together, sir? 

Senator Kerauver. I am going to add it together. It adds up to 
$4,362 million. This is under the table, “Personal Consumption Ex- 
penditures by Type of Product, 1956-58.” It refers to 1958. 

But, sir, you mentioned here, while we are on the subject, that $2.7 
billion for ethical drugs is a far cry from $4.4 billion. All drugs, 
ethical drugs and proprietary drugs, used up $3,261 million. You 
say $2.7 billion is a far cry from $4.4 billion. I think it is quite well 
known that when a physician comes to see you at home, he prescribes 
proprietary drugs; sometimes tells you to take some aspirin. 

r. Brusu. We hope he will say Anacin. 

Senator Kerauver. Anacin; all right. Maybe for some people 
Alka Seltzer. 

Mr. Brusn. That is very bad for you. 

Senator Krravver. I am sure Miles Laboratories would be glad to 
have that mentioned. You say $4.4 billion. Where did you get that 
figure from ? 

Mr. Brusn. That was the figure that was used. 

Senator Kerauver. You say $4.3 billion is for doctors; where do 
you get that figure from ? 

Mr. Brusu. It came out of — 
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Senator Kerauver. You said drug expenditures were $4.4 billion 
in the year 1958 against $4.3 billion for doctors. The figure in the 
Department of Commerce publication is $3.901 billion. 

Mr. Brusu. We took it from this story. 

Senator Kerauver. Oh, you are taking it from the story too. 

Mr. Brusn. This is what was given to the public. 

Senator Krerauver. Actually, according to the figures of the De. 
partment of Commerce, the differential between them is greater, if 
you include appliances, than what the news story says. 

The Department of Commerce figure is $3.901 billion. 

Mr. Cuumeris. I think Mr. Brush’s point is people read the New | 
York Times but not this document of the Department. 

Senator Kerauver. I think many people read the New York Times, 
and most of our newspapers get remarkably accurate information, 
wouldn’t you agree, Mr. Brush? 

Mr. Brusu. They didn’t do so well on that one. 

Senator Kerauver. Dr. Browne has just called my attention to 
the fact that in December 1959 the Social Security Bulletin, volume | 
22, has a slightly different figure. They may have been taken ata / 
different time. On page 4, it says, physicians’ services, $4,290 million, | 
Farther down it says medicine and appliances, $4,362 million. There | 
is a footnote here as to what these things include, and so I expect it | 
is in that detail that the difference would be. i 

I think we ought to have all the figures in the record. You go ahead, ” 
sir. 
Mr. Brusn. You will, I think, be interested in the price behavior of [ 
our ethical drugs. To portray the facts, I’d like to present this chart. [ 

Senator Kerauver. This is an index of all wholesale prices and drug [ 
wholesale prices. We will make that exhibit 196. : 

Mr. Brusu. The chart to the left 

Senator Keravuver. That is the index of Wyeth drug prices. We} 
will make it exhibit 197. ° 

(Exhibit Nos. 196 and 197 follow:) 
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Mr. Brusu. To the left is the Bureau of Labor statistics index of all 
wholesale prices and drug wholesale prices from 1947 through 1958. 
The drug and pharmaceutical labor statistics chart shows that it has 


- slightly declined from about 105 down to about 95 in that period of 


time. 


Against that we have shown the Bureau of Labor statistics or statis- 
tics indexes for all commodities, and you will see that has been a figure 
that went from about 98 up to 121. 


We have prepared a chart showing the activity of Wyeth’s drug 


prices during the same period of time, showing a decline from 100 


down to around 52. We believe this shows that from an inflationary 
point of view the Wyeth drug prices played no part in pushing up the 


- allcommodity prices. 


CATH ERS PRT 
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Senator Keravver. I think this is a very important point: What 
drugs and pharmaceuticals are included in the Bureau of Labor Statis- 
tics Indices, if you know ¢ 

Mr. Brusn. I don’t recall, sir, except it is the regular wholesale and 
drug price list that is prepared by the Labor Statistics Bureau. 

Senator Kerauver. Do any of you gentlemen of American Home 
have that information ? 

Mr. McInerny. As I understand it, it includes aspirin, a form of 
penicillin and I believe elixir of terpin hydrate with codeine. 

Senator Kerauver. And that is all? 

Mr. McInerney. That is my understanding. 

Senator Kerauver. Dr. Blair, you have detailed information which 
Ithink we ought to put in the record at this time. 

Dr. Biatr. The description of the composition of the index given 
by the gentleman accords with our understanding. It includes APC 
tablets, codeine —— 

Senator Kerauver. What is APC? 

Mr. McInerny. Aspirin, phenecetin, and caffeine. 

Dr. Buatr (continuing). Codeine sulphate cough syrup, and peni- 
cillin tablets ; 1s that correct ? 

Mr. McInerny. I think this is substantially correct. 

Dr. Buatr. Mr. Chairman, it does not include the major 

Senator Krravver. Let me get clear now the three drugs it in- 
cludes—A PC tablets, which are aspirin, phenecetin, and caffeine. It 
includes codeine sulphate cough syrup. What is the third one? 

Dr. Batre. Penicillin tablets. é 

Senator Keravuver. Penicillin tablets? 

Dr. Bratr. Yes, sir. 

Senator Keravuver. All right, go ahead. 

Dr. Buatr. Among the items that it does not include are most of 





_ the major classes of ethical drugs, the wide-range antibiotics such as 


tetracyclin, chloromycetin, the tranquilizers, the steroid hormones, 


_ the antihistamines, the sulfa drugs, the vitamins, the narcotics, the 


lologics, 

Senator Krrauver. Insulin is not included ? 

Dr. Biatr. Yes, the diabetic drugs are not included. The Depart- 
ment of Labor is concerned about the under representation of its index 
In this field, and is presently engaged in a project to broaden exten- 
sively the coverage of drugs included in the BLS index. 
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Senator Krravver. It may be that they need more money to do it. 
But it is quite obvious that three drugs—APC tablets, cough syrup, 
and penicillin tablets—do not properly represent the great ethical 
drug industry atall. It isentirely unrepresentative. 

Mr. Brusn. Of course we were primarily interested in all commod- 
ities which have shown a definite trend up. 

Dr. Buatr. Mr. Chairman, as the Federal Trade Commission pointed 
out in its report on antibiotics, in the case of the old forms of penicillin, 
since the product was not patented there developed a good bit of price 
competition. The price of penicillin declined something like 90 per- 
cent in about 7 or 8 years to the point where even some of the major 
companies reported that on the sales of the old forms of penicillin 
they were operating at a loss. 

Mr. Brusn. We are delighted that Dr. Blair brought that out, 
because we happen to be one of those major producers of penicillin 
that knows something about those price declines. 

Senator Keravver. It is quite obvious this is not a cross section of 
all ethical drugs. 

Mr. Brusnu. But all commodities are, Senator. 

Senator Krrauver. I know.) Speeches have been made on this sub- 
ject saying that the cost of drugs hasn’t risen, that they have gone 
down a little bit. Yet the sampling by the Bureau of Labor Statistics 
manifestly does not nearly reflect a true cross section of drugs or the 
ethical drug business itself. 


I certainly hope that the Bureau will revise their drug index. If | 


they need money to do so, I hope that they will ask for it. 

Very well, will you proceed, sir ? 

Mr. Brusu. If you wish; later I'll be glad to comment on the issue 
of so-called lower foreign prices, but it is too complex to discuss in 
the time allotted to me for this statement. The ultimate fact is, how- 


ever, that based on the number of hours a man must work to pay for [ 
any one of our drugs in any country where we sell them, Americans | 
almost invariably pay far less for them than citizens of any other 


country. This is arecord of which we are proud. 

Senator Krrauver. I guess we had better come back to this. 

Mr. Brusu. I would be glad to come back to this, Senator. 

Finally, I should like to discuss profits. We have supplied you with 
a statement of estimated income and expense of our ethical drug oper- 
ation for 1958. This showed earnings of 14.7 percent on sales. This 


was one of our best years and represents 25 years of intense work by | 


my colleagues and myself to achieve these results. For example, in 


percent. I do not believe the 1958 profit rate can be maintained in the 


future. We expect our dollar profits to increase because of greater 7 
> past 


sales volume, but increased research costs, increased payroll costs, 30 
percent in 4 years, and increased product competition will most cer- 
tainly shrink the profit percentage. 
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it. Senator Kerauver. While you are on this, we would like to have the 
ip, | percentage of profit on sales of your ethical drugs each year. You un- 
“al | doubtedly have that available. Will yousupply it for us? 

Mr. Brusu. We will supply it. I am not sure that we have other 
xd- | than these years that I have quoted, but we will get it for you. 
Senator Kerauver. You have an average for the whole period ? 


ted Mr. Brusu. That is right. There is a computation somewhere. I 
in, | willget it. I haven’t got it. 

‘ice The information referred to may be found on p. 10073.) 

er- enator Kerauver. You will probably still be here in the morning 
jor | andso will you get it for us overnight ? 

lin Mr. Brusu. I was hoping to go home tonight, Senator. 


Senator Kerauver. | would like for us to be able to finish up, but 
mit, | Isee we are getting into many matters here and we might not be 
llin — ableto. 

' Mr. Brusu. We have also supplied you with a figure representing 

1of | our invested capital in our ethical drug division as at December 31, 

1958. Applying its net earnings to this figure, we find a return of 

| approximately 31.4 percent. The question can be raised as to whether 

sub- | these profits are too high. The answer to this is a relative one which 
rone | can be given only after examination of all the pertinent facts. 

ties | In the first place, in my opinion, it is erroneous and misleading to 

‘the | attempt to compare profits on invested capital in this industry with 

» other industries. ‘This is because, for drugs, investment in expensive 

If | captial facilities is not as necessary as it is in industries like steel, 

automobiles, oil, textiles, and heavy chemicals, rather, our invest- 

ment is primarily in the talents of personnel. In our company, I 

think we are blessed with the most loyal, devoted, intelligent, and 

ss in | alert group of employees anyone can have. In fact, they are a genu- 

how: | We asset which can never be equated on a balance sheet. 

y for | One fact of which we are convinced is that ours is a very efficient 

icans | ganization, and this certainly helps our profit ratio. This efficiency 

other | 8 achieved by a series of internal controls which have taken decades 

_ todevelop. ‘These have reduced waste amazingly and have brought 

» us to the point where, we believe, each dollar of our drug sales is 

| produced for lower expenditures for executives, general personnel, 

with | "esearch, and promotion than that of any of our excellent competitors. 

oper: f I understand there is an economic axiom which holds, in effect, that 

This — ‘eturns on a major risk investment are likely to be higher than those 

rk by | % an investment in which there is little or no risk. In this regard, 

jle, in |) the drug industry, and ourselves, have very substantial risks. I have, 

dour |) forexample, referred to the rate of obsolescence in our business. The 

n 103) thought that 5 years from now 75 percent of our products will be 

in the | therapeutically obsolete is almost terrifying. This alone will require 

reater | "S to invest about $20 million more in research than we have in the 

sts, 30 Past 5 years. Added on to that, will be millions more for capital 

st cer- | “Iwpment, facilities, and working capital, just to try to keep abreast 

of competition. And we know, as I have said, that most of our 

research ventures will be what the oil industry calls dry holes. 

There is another risk we meet in this business which is rather 

» Unique. For the sake of a better word, we call it the “catastrophe”— 

) that is, conditions completely beyond our control suddenly arise to 

destroy the acceptance of a product which has seemingly been per- 
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fectly developed. Examples are the Cutter incident and the Chloro- 


mycetin incident of Parke, Davis. In each instance, perhaps, the 
tangible costs can be totaled, and they are in the multimillions 


Beyond this are the intangible costs which, while immeasurable, are | 


even larger. 
These, then, are some of the risks. What about the benefits? 


This is not the time, perhaps, to discuss details of the socioeeo- | 
nomics of drugs. I have spoken to you of some general examples | 
and of some particularly applicable to tranquilizers. I’d rather now [ 


conclude on a broader issue. 


This country may have lost some of the initiative in the technical | 
and economic phases of the war of ideologies. But we know we are 


ahead in the biological sciences, including the field of medication. 


We have been fortunate to have won overwhelming world leadership | 
in therapeutic products, and what we have developed the rest of the [ 
world clearly wants. In fact, some countries which have followed the | ; 
path of socialized medicine have recently approved price increases for 
their industry’s drugs for the stated purpose of increasing profits to | 


encourage research. They have probably recognized the principle that | 
no country, industry, or business endeavor can pioneer or contribute 
to genuine economic progress if it consists of marginal operations. ~ 
Our present drug leadership is absolutely essential, not only to | 
extend and enhance the lives of Americans, but also as an instrument © 
of good will and moral force with free people throughout the world 
who so desperately need these products. We, and our domestic com- 
petitors, have been, and plan to continue expanding our operations to 
serve these purposes. But this, too, requires large sums of money. 
At the conclusion of my examination, I will submit for your con: | 
sideration, and the record, an economic study of American Home! 
Products’ position in the ethical drug industry, prepared for us with | 
the advice and assistance of an economist, Dr. James W. McKie) 
presently visiting lecturer at Harvard University. In it will be found f 
much data which time prevents my discussing with you in full detail. 
Gentlemen, I will conclude by saying that after many years of 
struggle the drug industry has found modes of operation which make | 





it an amazing dynamic success for the good of all. I am gravely con- b 


cerned that any tampering with it now will cripple or destroy all its” 


present and future achievements. I ask you to proceed very ob- | 


jectively in your work, and to act legislatively only if you are com 
vinced we have been wrong and the public health impaired. F 
Senator Keravver. Thank you very much, Mr. Brush. F 
Mr. Wesster. Mr. Chairman, in connection with an exhibit that” 
Mr. Brush referred to, I think I ought to say thisin explanation. Mr. 7 
Brush will show the committee two additional charts. As for the re 
port that he referred to by Professor McKie, I think I should sy) 
this—last summer it seemed to us in preparation for these hearings 
that American Home Products Co. could make a solid and construc) 
tive contribution to these hearings by preparing and having prepa 
for it a study by an independent university economist, and after som) 
consideration Prof. James McKie, professor at Vanderbilt University,” 
and now visiting professor at Harvard, was asked to do that. 
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Senator Krravuver. I want to compliment you upon going down to 
Tennessee and Vanderbilt University. That is a very fine univer- 
sity. My daughter is a freshman there. 

Mir. Wesster. I have copies of this. 

Senator Keravuver. I forgot to add that our chief counsel, Mr. 
Dixon, is a graduate dating back to the dark ages of Vanderbilt Uni- 
versity. 

This document is very long. We want to try to keep our record as 


' reasonably concise as we can. We will certainly make an exhibit of the 


discussion by Mr. McKie, but I will ask the staff to examine it. We 


' will discuss the feasibility as to what else we can include. To print 


and reproduce this whole document would take a large part of the en- 


. | tire volume. We will go over it and put pertinent portions of it in 


the record asan exhibit. The exhibit number will be 198. 
(Exhibit 198, in its entirety, may be found on p. 9939. Support- 


' ing data for the charts appearing in exhibit 198 may be found on 


. 10069. 

. Mr. | a I think you will find that this is a very valuable 
contribution to your study of this subject. I am quite willing to 
have you consider the question overnight, of course. But I submit 


that it is highly relevant and important. 


Senator Keravuver. All right. The reporter will at the present time 
not reproduce this exhibit until we decide how much is to be included. 

How many people helped Dr. McKie prepare this? It is quite a 
study. 

Mr Werstrer. This was gotten up by Professor McKie on the basis 
of information obtained from standard sources, and information 
obtained by him with reference to individual products from the 
American Home Products Corp. 

Senator Kerauver. All right, sir. 

Mr. Brusu. Mr. Chairman, I would like to present two charts. 

Senator Kerauver. Are these discussed in your statement, sir? 

Mr. Brusu. Yes, they are. 

Senator Krrauver. Before we get to these charts, let’s ask a few 

uestions about your statement and then we will proceed from there. 

am all in favor of research at all levels. I think it is a fine thing. 
It should be pointed out, of course, that when you hit a dry hole 
and this is a cost of operation, you naturally charge it off on your 


‘| operating income expense, which is as it should be. But some people 
_ seem to have the impression that research is taken from your net 


profit after taxes, which, of course, is not the situation. 
You spoke about the importance of developing research and patents 


~ and profits in developing new drugs. You made reference to Italy 
_ Where you said there is no patent protection for drugs. We are proud 
| of the drugs that have been developed in the United States, but in 


reading over these drugs, I find that a large number of them have 
been developed in England, France, and especially Germany, isn’t 


» that correct, Mr. Brush? 


Mr. Brusu. That was true prior to World War II; yes. 
Senator Kerauver. They are still doing tremendous research over 


© there and developing a great many drugs. 


Mr. Brusu. The French have been very effective. 
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Senator Krravuver. First let me say I am in favor of patent pro- 
tection. I do think that there ought to be licensing to a qualified 
applicant upon payment of a royalty fee. This tendency to get some. 
thing and charge it to the Government, and get everything you can 
out of the taxpayer, is not working in the public interest. I think 
companies ought to do some licensing and let these products get a 
little more competitive. 

In Germany pharmaceutical preparations are not patentable. 

Mr. Brusu. Pardon? 

Senator Kerauver. Foodstuffs, refreshments, and pharmaceutical 
preparations are unpatentable. Did you know that? 

Mr. Brusu. In an country ¢ 

Senator Kerauver. In Germany. 

Mr. Brusn. I didn’t know that, sir. 

Senator Kerauver. That is true. You find in most of the countries 
that 
Mr. Brusn. Of course the Germans if they have a patent will bring 

it right over to the United States where it will be patentable. 

Senator Krrauver. What I am talking about is the product patent. 
Product patents are not issued in Germany. 

Mr. Brusu. No; a process patent will issue. 

Senator Kerauver. Most nations do not allow product patents. 

Mr. Brusu. That is right. 

Senator Krerauver. They allow process patents. f 

Mr. Brusu. That is right. 

Senator Kerauver. On drugs. 

Mr. Brusu. Great Britain and the British allow patents. 

Senator Kerauver. I expect more drugs have been discovered and 
brought about there than in any other country. There is no patent 
on the product on drugs. 

Mr. Brusu. In Germany ? 

Senator Kerauver. That is right. 

Mr. Brusu. Well, there is a patent. It is a process patent. 

Senator Krravuver. But I mean on a product patent itself. 

Mr. Brusn. The end use is not patentable. 

Senator Kerauver. The product is not patentable. 

Mr. Brusu. But the compound is patentable, the process to make it. 

Senator Krrauver. But it is not hard to vary processes. What I 
am talking about is that in the case of meprobamate or whatever the | 
product may be, the end product is not patentable in Germany. 

Mr. Brusu. That is right. : 

Senator Krrauver. In France, which has done very well in the 7 
production of new drugs, I think as you will concede 

Mr. Brusu. Very well. ‘ 

Senator Kerauver. There was quite a restriction there for quite | 
long time. The issuance of product patents was frozen in France. 
There have been some patents issued more recently, but they have 
many more limitations than we do here. In Great Britain, any it f 
gredient that comes from an aggregation of known properties is not 7 
available for a product patent, and in Japan—they have that pretty 7 
well in Japan, do they not? 7 ‘ 

Mr. Brusu. I think they do. 
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Senator Kerauver. In Japan, unpatentable medicines and methods 
of compounding them, substances to be manufactured by chemical 
process, but no new processes are patentable. They don’t allow prod- 
uct patents there either. 

Mr. Brusu. They copy ours. 

Senator Krrauver. They do a great deal on their own, though, in 
research, from what I have read. 

Mr. Brusu. We haven’t seen much of it lately. 

Senator Kerauver. In any event, experience in Germany and in 
some other countries has shown that there can be more product com- 
petition and they can still have fine research and the development 
and discovery of new drugs. 

We will at a later time go into the details of the activities of other 
nations in these fields. 

The next thing is your figure on research—maybe Dr. Blair would 
like to develop that later—this is not in the informatiton that you 
furnished us, is it? 

Mr. Brusu. Yes. I said it included research and royalty expendi- 
tures. 

Senator Kerauver. You mean that is what you pay Carter and 
the others ? 

Mr. Brusu. That’s right. That is paying the other fellow for his 
research, 

Senator Krrauver. You mean what you pay Carter for Equanil? 

Mr. Brusu. No, the royalty we pay them. 

Senator Kerauver. The royalty you pay them? 

Mr. Brusu. Yes, sir; the same as the royalty we pay anyone else. 
You have the figures. 

Senator Kerauver. What you pay the French for royalties on their 
products ? 

Mr. Brusu. That’s right. 

Senator Kerauver. On the point of royalties—— 

Mr. Brusu. We pay $3.9 million in royalties of the $9.5 million. 

Senator Krrauver. Yes, and you took in $500,000 in royalties from 
others, or about that much? 

Mr. Brusu. Yes, and our research is $5,562,000 as we reported to 
ou, 

Senator Kerauver. All right. 

Your research, then, is $5 million what? 

Mr. Brusu. $5,562,000. 

Senator Krrauver. What are your sales? 

Mr. Brusu. $172 million. 

Senator Kerauver. Two and a half percent? 

Mr. Brusu. That’s right. 

Senator Krerauver. Very much below the— 

Mr. Brusu. I commented that it was below. 

Mr, Wersrer. Mr. Chairman, would this be a convenient time for 
Mr. Brush to explain these two charts? 

Senator Keravver. No, just a minute. We want to get one or two 
other things. You sent a study up here. We will go into that later 
on. You said you send out samples to physicians. You give away 
— to charitable institutions. 

r. Brus. Not too many; some. 
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Senator Krrauver. At what price do you figure the samples that 
you give to charitable institutions, for instance? That is something 
we will go into in more detail. You talk about detail men. How 
many do you have? 

Mr. McInerny. I combined 1,179. 

Senator Keravver. 1,179? 

Mr. McInerny. Yes, sir. 

Senator Keravver. Is this the ethical drug industry that you are 
talking about ? 

Mr. McInerny. Yes, sir. 

Senator Kerauver. From Wyeth, 1,179? 

Mr. McInerny. No, sir. 

Mr. Brusu. This is our combined. We have two companies, | 
Wyeth is the bigger. 

Senator Keravver. This is your two companies combined ? 

Mr. Brusu. That’s right. 

Senator Keravuver. In your statement you went into a great deal 
of detail on facts which we have heard before. One percent of the 
American people’s earned income is spent for drugs and sundries, you | 
say, as compared with products in other fields. But everybody is not 
sick. 

Mr. Brusu. I wasn’t underrating the need. I was pointing out that 
the drug business or the ethical drug business did require a small share 
of the American public’s available income. 

Senator Keravuver. Is this statement based on the chart of the 
Bureau of Labor Statistics that you put up there? 

Mr. Brusu. That was based on that. 

Senator Keravver. Relating to wholesale prices? 

Mr. Brusn. Yes, sir. 
Senator Kerauver. That is the same chart that we pointed out 
covered only three comparatively inconsequential drugs. 

Mr. Brusn. That was the ene—this is a different one I have up / 
now. é 
Senator Keravver. We will get to that one. : 

& 


Pe Sree la ee 


You also say : 


In my opinion these data clearly and emphatically show our drug prices are 
not excessively burdensome, even to people with low income. 

The fact is that we have received many, many letters, for instance, 
one from an elderly lady in Florida who had to give up food in order 
to buy drugs. She wasn’t buying alcohol. She wasn’t buying tobacco. 
She wasn’t spending it for anything else. 

Mr. Brusu. I’m sure there are many cases that deserve proper treat- 
ment. How that would be handled and what the responsibility of the 
drug industry is I think is a question that could be discussed. 5 

Senator Keravver. It is not only the indigent, to whom you refer, © 
who are deeply concerned and writing us and other Senators a great 
many letters. It is also the people in the middle income class or the 
lower income class who don’t want to accept charity and are not going | 
to, but who are hard pressed because of drug bills. 
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I think the way to look at whether a company is making a reason- 
able profit is to look at what that company is doing, both on net worth 
and on sales. I think the way to talk about whether your prices are 
right or not is not whether people in a low income class can’t pay 
more—we have many people in this country who can’t pay more— 
but on what a company can reasonably do. You are making the 
same argument here about the income of people in these foreign 
nations—their per capita income and their standard of living—that 
we heard from Mr. Hoyt earlier today. I can’t see how that is a 
basis in figuring whether your prices are too high. 

Mr. Brusu. Are you also talking about foreign 

Senator Kerauver. Yes, I am talking about foreign—— 

Mr. Brusu. Of course this foreign situation from my point of view 
has gotten — far afield from the facts. 

Senator Kerauver. We will put up a chart showing your foreign 
prices a little bit later on. 

I want to say to begin with that I can’t understand why you sell 
solow tothem. We have already put a chart in the record on foreign 
rices of meprobamate. I can’t understand why you can sell so low 
in England, for instance, or why you can sell so low in Germany. 

Mr. Brusu. One reason we can sell so low in England—in the first 
— we don’t sell in dollars in England. We sell in pounds, shil- 
ings, and pence. We don’t employ Americans in England. We em- 
ploy Englishmen. These goods are entirely manufactured within 
the British economy, and the cost of those goods is materially lower 
than the costs in the United States. A busdriver in London gets 
{12 a week, which is, roughly, $34. This same man in the United 
States on the Fifth Avenue bus gets $110 a week. Now, that is an 
exaggerated part of the economy, but we can do business in Britain 
for about half of what we can do business for in the United States, 
and our goods in Britain are made in Britain and sold in Britain, 
and they are produced by British employees, and the whole economy 
is in pounds, shillings, and pence, and you can’t compare that kind 
of an economy. 

We could ship the goods to the United States and let some of our 
employees out, if that is what would be preferred. But, as I under- 
stand, we, want to keep our people working in the United States and 
not have the goods pouring in from these foreign countries who 
have a distinct advantage over making goods in the United States. 

You can buy transistors in Japan for one-quarter of what you 
can buy the same thing in the United States. You can buy shirts 
made in Japan for practically a third of what you can buy the same 
shirt for in the United States. You can buy barbed wire in Germany 
much cheaper than you can buy the same barbed wire in the United 
States. This isn’t only true of the drug industry. This is true of 
all prices. 

The economies of these countries are much lower in prices than we 
are, and, if we continue to push our prices up, we will price ourselves 
out of the world markets and we will force ourselves to do business 
in those local countries by having local operations. 

Senator Keravuver. Of course in Great Britain you have to buy 
your raw material from Carter. 


_ Mr. Brusu. Yes, but we don’t pay anything like the price we pa 
in the United States. en nae ’ vm 














9258 ADMINISTERED PRICES 


Senator Kerauver. And you have to pay Carter a royalty. 
Mr. Brusn. But we pay a lower royalty in 
Senator Krrauver. kan you sell in Great Britain at $1.41. 

Mr. Brusu. That is right. If you multiply that by 2.5 you about 
bring it to the economy of the United States. That is a positive fact. 

Senator Krrauver. Why do you charge $4.25 for Equanil in India! 

Mr. Brusu. Because, there, we can’t make it in India. We have to 
import it into India and we have to pay the duties and those charges, 
We make it in Great Britain. In India we ship it in as finished 
product because we don’t have the facilities. It is one of the programs 
we have now up with the Indian Government to put in a drug manu- 
facturing plant at the cost of $2.5 million. It is one of the areas that 
drug companies can operate in. 

Senator Keravuver. Then you don’t just take into consideration the 
need of the people to buy products at a low price, because in India 
they have a poorer living standard. 

Mr. Brusn. What we had to do is—we are trying to remedy that 
by putting a drug plant in India, but the Indian Government had to 
wait until they would approve our project. It has just been approved, 

Senator Krrauver. Do you have a drug plant in Mexico? 

Mr. Brusu. Yes; we do, and we have 75 percent interest that we 
own and 25 percent is owned by Mexican nationals, and it is an entire- 
ly national operation in Mexico. Therefore, when you compare what 
we sell or what the company—— 

Senator Keravver. Where do you get the powder for that plant ! 

Mr. Brusn. It is brought from Europe. 

Senator Kerauver. Who from in Europe? 

Mr. Brusn. I think it probably comes from the Netherlands. 

Senator Kerauver. What do you pay for it? 

Mr. Brusu. A much lower price than we pay here in the United 
States. 

Senator Kerauver. Lower than $10? 

Mr. Brusu. Much lower than $10. 

Senator Kreravuver. It is not as low as $4.50? 

Mr. Brusn. Yes; it is lower than $4.50. 

Senator Kerauver. Anyway, you are able to sell down in Mexico 
at $1.80. 

Mr. Brusn. That is right. We use all Mexican labor. It is a 
Mexican company, and it is built in. You go down the border from 
Texas and you can walk right across there and you can buy steaks a 
lot. cheaper in Mexico than you can get the same steak across the 
border in Texas. 

Senator Keravuver. Germany has good living standards. Do you 
sell Equanil in Germany ? 

Mr. Brusn. Yes; we do. 

Senator Krrauver. What is your price? 

Mr. Brusn. I will accept the price on the list that you have there. 

Senator Krravver. I don’t think we have your price for Equanil. 
We have the Miltown price. 

Mr. Brusu. Yes; Asche, $1.36. 

Senator Kerauver. Oh, yes; $1.36. 

Mr. Brusn. That’s right. 
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Senator Keravver. Their living standard is not very different from 
the living standard in the United States. 

Mr. Brusu. Oh, yes; it is, sir. We can hire a person in Germany 
for about 40 percent of what we pay the same person in the United 
States. We purchase the powder in Germany much cheaper, much 
cheaper than we buy it in this country. 

Mr. Dixon. Let’s talk about those purchases you say you buy much 
more cheaply. We have seen your license agreement and, if I under- 
stand its terms, you have to buy from Carter. 

Mr. Brusn. Or whom Carter designates. 

Mr. Dixon. You said you bought for Mexico in the Netherlands? 

Mr. Brusn. That’s right. 

Mr. Dixon. What is the company that Carter designated? 

Mr. Brusu. I couldn’t tell, offhand. I would be glad to get it for 
you. 

Senator Keravuver. Is that by agreement with Carter? 

Mr. Brusn. By agreement with Carter. 

Senator Kerauver. And you pay Carter a royalty on what you buy 
from some other company ¢ 

Mr. Brusu. We pay them the royalty on the sales. 

Mr. Dixon. In other words, you have different prices from Carter 
that you mutually agree upon from these sources; is that what you 
say ¢ 

Mr. Brusn. He says we can buy from this source at the best price 
we can get it for. 

Mr. Dixon. You have that extension to your license agreement un- 
der some other terms that we know nothing about ? 

Mr. Brusn. That, I would have to ask my 

Mr. Drxon. It is not in anything you gave us. We asked you for 
that. Everything we have says you can buy only from Carter. 

Mr. Brusu. That is right, or with Carter’s consent. 

_Mr. Drxon. And it provides what you are going to pay for it there, 
if that is mutually agreeable. Hoyt said that Carter charged you $10. 

Mr. Brus. That is right, in the United States. 

Mr. Dixon. Apparently somebody hasn’t given us everything we 
wanted, because we don’t know of this price that you are talking about. 
_ Mr. Brus. I would have to get it for you, because I know it is quite 
involved, and it had to be, because we could not compete if we didn’t 
have the prices. 

Senator Kerauver. We were told that your license agreement with 
Carter required that you could market only in the United States or 





| othe North American Continent, I have forgotten which one it was. 


Mr. Brust. There has been quite a little change in this foreign pic- 
ture because of competition, and I don’t know how it was resolved. 

Mr. Dixon. The competition must have been coming from Ameri- 
can Cyanamid, because they were buying 

Mr. Brus. Oh, no; the situation abroad is much more compli- 
cated than that because of the patent situation. 





» Mr. Dixon. American Cyanamid was paying about $5 a pound, 
E but you were paying $10 a pound, from the figures reported to us. 


Mr. Brusn. That’s right. 
Mr. Dixon, All right. 
Senator Kerauver. Do you have a factory in Brazil ? 











9260 ADMINISTERED PRICES 








Mr. Brusu. Yes; we do, sir. ‘ 
Senator Kerauver. Do you make the material there? Ca 
Mr. Brusu. No; we import it. av 
Senator Kerauver. Where from? I 





Mr. Brusu. I would think probably from France or Great Britain, 
I would have to find out. ( 

Senator Kerauver. Do you know the price you pay for it? 

Mr. Brusu. We could get it from Canada, from Fine Chemieals;] 
am not sure. It 

Senator Keravver. But in Canada you sell to the druggists ata} j,, 
higher price than you do in the United. States. That is usually trp — } 
of all these companies. Why isthat? Do you havea plant up there!> 4, 


Mr. Brusu. Yes; we do, sir. | i 
Senator Kerauver. Do you make the material there ? on 
Mr. Brusu. Yes; we do. Se 
Senator Krerauver. Why is the price higher in Canada? S We 


Mr. Brusu. Well, without knowing all of the details, 1 would think} gi, 
it must be because we are paying a higher price for the material that) gay 
we get, I think, but that is involved in this Fine Chemicals situation | gn 

Mr. Drxon. Mr. Brush, you have just recounted the fact that from) y 
sources outside the United States you buy meprobamate considerably | giy 


cheaper; is that right ? on | 
Mr. Brusu. That’s right. mm 
Mr. Dixon. Why don’t you bring that cheap product back into the) g¢¢ 
United States and manufacture Equanil and sell it here 4 . \ 


Mr. Brusu. Well, I would be violating Mr. Hoyt’s patent.  ) 

Mr. Dixon. So he will let you go abroad and sell it cheaper, but? yoy 
he is not agreeable to letting you go abroad, buy it cheaper, and sell | 
it here cheaper ? b i 

Mr. Brusu. I have never asked him, but I am quite sure the answer! eon 
would be “No.” e } 

Mr. Dixon. Haven’t you all discussed many times this $10-a-pound | cou 
price that you are paying him for your domestic product? : 

Mr. Brusu. I would say that we have discussed it. 

Mr. Drxon. Haven’t you tried to get him to lower it ? 

Mr. Brusu. You read that I had tried. 

Mr. Drxon. And I remember there was a notation, “No,” on ont) 
of the exhibits. : 

Mr. Brusu. That is correct. 

Mr. Drxon. That is the reply you received ? 

Mr. Brusu. That is right. 5 

Mr. Drxon. On your domestic product, Equanil, sold here, I ima) & 
ine it would put you in a considerably different position if you coulif qua 
get the product as cheap as you can get it in the Netherlands, whatever’ _ lice 





that is. | & 
Mr. Brusu. Obviously, we would have a much better situation tha!) my 
we have now. » War 
Mr. Drxon. Will you send to us these sources that you have out) we! 
side the United States ? » that 
Mr. Brusu. Approved sources; yes. » cal 


Mr. Drxon. Approved sources, and the prices at which you bougit!) off { 
meprobamate. 
(The information referred to may be found on p. 10078.) 


i msscken Soe 








itain, 


als; I 


s atal 
y true 
here! 


9261 


Senator Kerauver. What interests me is this: When you buy from 
Carter, you have to pay $10 a pound. Is it true you have to pay $10 
a pound if you use it in some other country ? 

r. Brusu. If we use his material that we buy here, we pay $10 a 
pound for it, and that is that. 

Senator Kerauver. If he would make you the same price that he 
does American Cyanamid, $4.50, in making your product for the other 
countries, you wouldn’t have to be buying all this material abroad. 
It would be possible to furnish more employment here if more would 
be made in the United States, wouldn’t ith 

Mr. Brusu. That I would want to study, or have someone study 
the purchasing in these foreign countries before I could answer that. 
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easily, of course, you realize that in some of these countries they just 
won't let you do that. They won’t let us import the finished product. 


_ We have to manufacture locally, so that it is a complicated, complex 


situation that is pretty hard to answer off the cuff. Obviously, if we 
can get lower prices, we certainly are in a better position than if we 
are paying $10. 

r. Drxon. Mr. Brush, this doesn’t go back too far. Would you 
give us the complete picture on the information that I asked you for 
on these foreign sources? In other words, at the beginning, when you 
entered into this license agreement, wasn’t your sole source of supply 
at that time here in this country ¢ 

Mr. Brusu. That’s right. 

Mr. Dixon. You had to pay $10 for it, whether you sold it here or 
you sold it abroad ¢ 

Mr. Brusu. That’s right. 

Mr. Drxon. In those years you were selling it abroad at, I suppose, 
ees cheap prices, as you are now. 

r, Brusu. No, sir; we couldn’t sell it. Like in Great Britain, we 
couldn’t sell it, so that is why they had to get those local fellows to 
make it, so that we could sell it. You couldn’t import it into Britain. 

Mr. Dixon. Are we to understand, then, when you found that situ- 


_ ation confronting you, you apparently met with Carter? 


Mr. Brusu. That’s right. 
Mr. Drxon. And prevailed upon them to allow you to go to other 


Mr. Brusu. That’s right. 

Mr. Dixon. To buy meprobamate? 

Mr. Brusu. That’s right. 

Mr. Dixon. Was there a different arrangement of payment on the 


quantities that you bought from those sources than is set forth in the 
| license agreement ? 


Mr. Brusu. This goes back quite a ways and I am just drawing on 


_ my memory, but originally the price that some of the foreign markets 
_ Wanted was higher than we could buy it in the United States for, but 
» We had to agree to the higher prices to get them started in the hopes 
| that we could get these fellows, when they got to understand the chemi- 
| cal process, to reduce their prices. For example, in England you read 
| off that at one time we got the price down to $7 or something. 
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Mr. Drxon. I want: to be certain that we obtain from you what you 
pay Carter for the products that, for instance, you buy in the Nether. 
lands or in Germany or wherever you go to get it. Let it be very clear 
what you are paying from your license agreement. 

Mr. Brusu. That is right. 

Mr. Drxon. As I understand it, it is $10 a pound plus this royalty 
payment set forth here. : 

fr. Brusu. I will have to get that because it is not clear in my mind. 
I can’t answer it off the cuff. 

Mr. McInerny. Mr. Dixon, you asked if I—— 

Senator Kerauver. Speak up a little louder. 

Mr. McInerny. I am sorry, Senator, but I am going to be charged 
with the responsibility of gathering this material together, and I want 
to make sure I understand you. I thought you had asked for us to 
supply you with a list of our foreign sources for bulk meprobamate 
and the prices that we have paid on it, and then, subsequently, in re- 
iterating your statement, you indicated that you wanted it for the 
price that we pay to Carter. I would like to make it clear to you, sir, 
that we do not pay Carter. In those instances, we procure it froma 
foreign manufacturer who is not affiliated with Carter. 


Mr. Drxon. I understand that, but I want also the information | 


whether for that privilege you must pay Carter something. 
Mr. McInerny. Yes, sir; we pay them a royalty. 


Mr. Dixon. Is that royalty the same rate that is set out in the | 


license agreement of 5 percent; is it more or is it less? 
Mr. Brus. That is where that 30 percent comes in. 


Mr. Dixon. That is the one figure I want to know. What does the | 


30 percent mean ? 
Mr. Brusu. I thought Mr. Hoyt explained it very well. 
Mr. Dixon. What does it mean to you, sir? 


Mr. Brusu. We owe him a 5-percent royalty if we want to stay in 
the business, but if our cost of the finished package exceeds 25 per- | 


cent, then all we owe him is the 5 percent which brings our cost up 


to 30 percent. If, however, our cost happened to be 20 percent, then | 


we would be charged with paying him, I think, a 10-percent royalty 
instead of a 5-percent royalty. 
Mr. Drxon. And if it was 15 percent, you would pay him 15? 
Mr. Brusu. No. I think there is a limitation on it. I am not sure. 
Senator Kerauver. Give us the amount that you paid in royalties 
aside from the cost of the finished bulk product. 
Let me ask you gentlemen a question off the record. 
( Discussion off the record.) 


Senator Kerauver. We will excuse you gentlemen until 10 o’clock [ 


sharp in the morning. 


e will take about a 3-minute recess, and we will have another 


witness. 
(Brief recess.) 
(The testimony of Dr, Nathan S. Kline, which was presented at this 


point, will be found following the close of Mr. Brush’s testimony on 


p. 9314.) 
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THURSDAY, JANUARY 28, 1960 


U.S. Senate, 
SUBCOMMITTEE ON ANTITRUST AND MonopoLy 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a.m., in the 
caucus room, Old Senate Office Building, Senator Estes Kefauver 
presiding. 

Present : Senator Kefauver (chairman). 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority; 


» Nicholas N. Kittrie, special counsel for minority; Dr. John M. Blair, 


chief economist; Dr. E. oo Browne, Jr., economist; Dr. Irene 
Till, economist; Herschel Clesner, special consultant; Lucile B. 


| Wendt, patent consultant; Paul S. Green, editorial director; and 
| Gladys EK. Montier, clerk. 


(At the convening of the session, the following member is present: 


| Senator Kefauver.) 


Senator Krrauver. The committee will come to order. We had a 


| request to testify a few days ago by a very distinguished member of 
» Congress, Congressman Blatnik, who has in the past headed up a 
_ committee looking into this field. It is our custom and practice to 
| hear Senators and Congressmen, whenever et appear, so we will 


welcome Congressman Blatnik. He is unavoidably detained so we 
will proceed now with Mr. Brush. 

Mr. Brush, you said you had some charts that you wanted to ex- 
plain. I am not sure that they have been made exhibits. We will call 


| the chart on the right 
STATEMENT OF ALVIN G. BRUSH, CHAIRMAN OF THE BOARD, 


AMERICAN HOME PRODUCTS CO., ACCOMPANIED BY HERBERT 
W. BLADES, PRESIDENT, WYETH LABORATORIES; GILBERT Mc- 
INERNY, GENERAL COUNSEL; DR. GEORGE FARRAR, MEDICAL 
DIRECTOR, WYETH LABORATORIES; B. M. WEBSTER, COUNSEL, 
AMERICAN HOME PRODUCTS CORP. ; AND LOUIS H. BAER, PATENT 
ATTORNEY, AMERICAN HOME PRODUCTS CORP.—Resumed 

Mr. Wersrer. I don’t believe these two have been marked, Mr. 
hairman. 

Senator Kerauver. We will call “Drugstore and Hospital Pur- 


Ataractics” as exhibit 200. 
Very well, Mr. Brush. 
(Exhibits Nos. 199 and 200 follow :) 
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Mr. Brusu. I will take the first chart. I am not going to call it 
ataractics. I will call it tranquilizers. This chart was prepared to 
show what is happening in the tranquilizer field, or in other words 
in the first year, 1954, you will see that chlorpromazine had the mar- 
ket to themselves, and in 1955 there was the introduction of mepro- 
bamate, and that took a little of the market. By 1956 the situation 
had changed, and meprobamate was having a levee share of the 
market. Chlorpromazine had a smaller share of the market, and there 
were other products being introduced. 

By 1957 the meprobamate was being squeezed down in the market 
and other products were coming in. In 1958 the same thing, in 1959 
the same thing, so that you can see that the market is expanding as 
far as the products are concerned, so that by 1959 there were 15 or 
18 products that showed up on the prescription surveys. 

Dr. Buarr. Mr. Chairman, ma tk a question on that ? 

Senator Keravuver. Mr. Brush, before you leave that chart, chlor- 
promazine is Thorazine and Compazine, isn’t that correct ? 

Mr. Brusu. It isone. It is Thorazine. 

Senator Keravuver. It is sold as Thorazine, is that correct ? 

Mr. Brusn. That is right. 

Senator Keravver. All right, Dr. Blair. 


Dr. Buate. First of all I wonder if Mr. Brush would be good 


enough to supply the subcommittee with the actual percentage figures 
that are reflected here in the chart, because the chart only shows 
at the top of the scale one percentage figure of 100 percent. 

Mr. Brusu. That is right. 


Dr. Briarr. Would you supply the percentages for each of the | 


years for each of the products? 
Mr. Brusu. Yes. 
Dr. Buarr. Now it would appear to us—— 


Senator Kerauver. Send that to us as soon as you can, Mr. Brush, | 


Mr. Brusu. Yes, I will, sir. ° 
(The information referred to may be found on p. 10076.) 


Dr. Buatr. It would appear by roughly estimating the percentages | 
against. the vertical scale that American Home Products in April- 
May of 1959 was the largest seller of ataractics, that is tranquilizers, f 
because you had over 70 percent of the sales of meprobamate and had [ 
100 percent of the sales of promazine sold under the trade name | 


Sparine. 


Mr. Brus. That’s right. 


Dr. Buarr. Which would give you in all what seems to be about 


30 percent. 


Mr. Brusn. I would prefer to have the record, Dr. Blair, which 


we will be glad to prepare for you. 

Senator Keravver. I don’t see Sparine on this. 

Mr. Brusu. Here it is right here, promazine. 

Senator Kerauver. I see. Promazine is the generic name for 
Sparine. 

Dr. Buatr. It would appear that by now you surpass the. position 
of Smith, Kline & French, which holds something slightly less than 


30 percent as represented by prochlorperazine, that is Compazine, and F 


chlorpromazine which is Thorazine? . 
Mr. Brusu. That could be but I would prefer to have the recort. 
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Dr. Buarr. In other words, it could very well be that today you 
are the No. 1 seller-—— 

Mr. Brusu. At this date we probably had a substantial share, 
one of the leading shares. 

Senator Kerauver. Get the exact figures there. 

Dr. Buarr (continuing). Having an important position in the potent 
tranquilizers through promazine and the mild through meprobamate. 

Mr. Brusu. We had a good share of the market. 

This next chart is designed to show American’s position. 

Senator Keravuver. It is exhibit 199. 

Mr. Brusu. 199, the estimated 1958 drugstore and hospital pur- 
chases. We have broken this chart down into categories, the major 
categories in the drug field, antibiotics, tranquilizers, various anal- 
gesics, diabetics, sex hormones, cough preparations, and we have put 
the approximate dollars and cents in. Then we have determined the 
five leading companies that have shares in this market, and the black 
sections are the ones in which American Home, through its ethical 
division, had a position in the first five, and as you will see, in the 
first two American Home doesn’t appear at all. In the tranquilizers 
we do appear in a very substantial way, and as you go down the list, 
the next time you see us is down in the sex hormones and the cough 
preparations. In other words, here we are with the major ethical 


| preparations that are sold, and American Homes’ position as I was 


trying to point out yesterday in my statement gives the executives 


| something to be concerned about as to our so-called dominant position 


in the industry. 

It again points out the very difficult spot that manufacturers of 
ethical drugs are in to maintain their positions in the market. 

Dr. Buarr. Mr. Chairman, may I ask Mr. Brush to furnish us with 
the source of these very valuable figures, which have added consider- 
ably to our understanding of the matter. Are they based upon the 
Arthur D. Little surveys, do you know ? 

Mr. Wesster. They are all described in this document which I 
submitted. 

Dr. Biarr. The source is given in the McKie report? 

Mr. Brusu. Yes. 

Senator _Keravuver. These charts and tables are very interesting 
and helpful. 

(Discussion off the record. ) 

(At this point, Hon. John A. Blatnik, a Representative in Congress 
from the Eighth District of Minnesota, presented his testimony. In 
order not to disturb the continuity of Mr. Brush’s presentation, Con- 
gressman Blatnik’s statement will be found beginning on p. 9331.) 

Senator Krravuver. Let’s proceed. 

Mr. Drxon. Mr. Chairman, because so much has been said in the 
reeord about the relationship of American Home Products and 
meprobamate, I do not propose to review that subject. I therefore 
propose to review another product, which I understand American 
Home Products manufactures and sells as Sparine. That is one of 
your products, isn’t it, Mr. Brush? 

Mr, Brusu. Yes. 
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Mr. Drxon. Sparine is classified as a tranquilizer, is it not, sir? 

Mr. Brusu. Phenothiazine. 

Mr. Drxon. Its generic name you show on your own chart over 
there, exhibit 199 or 200. 

Mr. Brusu. Promazine. 

Mr. Drxon. It is promazine. 

I believe your chart itself reflects the important part that it oceu- 
pies in the overall tranquilizer market. I believe that it amounted 
to about $15 million, according to Standard & Poor’s estimates at 
manufacturer’s levels. 

Mr. Brusu. A little optimistic. 

Mr. Drxon. A little optimistic? But it is not far off, is it? 

Mr. Brusu. Quite a little. 

Senator Kerauver. What is the figure? 

Mr. Brusu. Nearer $12 million. 

Mr. Dixon. Are we correct in understanding that this drug, pro- 
mazine, originally was developed in the Rhone-Poulenc Laboratories, 
and that it was marketed as an antihistamine ? 

Mr. Brusu. No, sir; that is not the fact. 

Mr. Drxon. Let us see if we can get an understanding of it, then. 
You, I believe, are a licensee of Rhone-Poulenc, are you not, for the 
merchandising and selling of Phenergan ? 

Mr. Brousu. That is correct, sir. 

Mr. Dixon. What is Phenergan ? 

Mr. Brusu. It is an antihistamine and it is a phenothiazine de- 
rivative. 

Mr. Drxon. It is a phenothiazine derivative, as is promazine? 

Mr. Brusu. That is correct. 


Mr. Drxon. I understand that there are four patents, three of which 


are held by Rhone-Poulenc. 
Mr. Brusu. That is correct, sir. 


Mr. Drxon. Two of these are process patents and one covers the | 


product Anergin, which is not sold in this country. 

Mr. Brusu. Could be. 

Mr. Drxon. The fourth patent listed is one held by American Home 
Products on a composition, is that correct ? 

Mr. Brusn. That is correct. 

Senator Keravver. The name of the composition is what? 

Mr. Drxon. Sparine. 

Mr. BrusH. Promazine is the generic; Saprine is the trade name 


Mr. Drxon. The predecessor of Sparine is Phenergan, on which | 


Rhone-Poulenc received the patent; isn’t that correct ? 
Mr. Brusu. No; that is not correct, sir. It is a new compound. 
Mr. Drxon. It isa new composition, isn’t it? 
Mr. Brusu. A new compound; yes, sir. 


Mr. Drxon. You have a composition patent, not a compound 


patent ? 
Mr. Brusu. I would have to ask my patent attorney. 


Mr. Dixon. I wish you would ask him, because I don’t know the dif- P 
ference. I understand there is a difference between a compound patent | 


and a composition patent. What is your name, sir? 


Mr. Barr. Louis H. Baer, patent attorney for American Home 


Products. 
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Mr. Drxon. Mr. Baer, patent No. 2,530,451 was issued to Rhone- 
Poulenc on November 21, 1950; is that correct ? 

Mr. Bakr. It may be correct. I don’t recall the patent number. 

Mr. Drxon. I am reading from the document here, so I assume it is 
correct. 

Mr. Barr. I will take your word for it. 

Mr. Dixon. This was a patent on a compound ? 

Mr. Barr. That is correct. 

Mr. Dixon. As I understand it, American Home filed for an appli- 
cation not on a compound patent but on a composition patent? 

Mr. Barr. That is correct. 

Mr. Dixon. Why didn’t you apply for a compound patent for 
Sparine? 

Mr. Barr. Very simple. The compound, per se, without any known 
utilities, was disclosed in two, three, or four publications. 

Mr. Drxon. In France? 

Mr. Barr. One in France, possibly one in a Journal of the Amer- 
ican Chemical Society, and possibly one in a German patent; I am not 
too sure, but I know there were at least two or three actual disclosures 
of the compound, per se. 

Mr. Dixon. So, because it had been in use for so long, because it 
was so much in the public domain, it would have been impossible to 
have obtained a compound patent on promazine, 

Mr. Barr. That is right. 

Mr. Dixon. Knowing that, you applied for a patent on a composi- 
tion of what was in the public domain; is that correct ? 

Mr. Barr. Well, I don’t think that is entirely correct. Our people 
discovered the utility of the compound, for which no utility had been 
found before, and, in discovering that utility, they had to discover 
first a way of finding a utility, and they discovered that. Then, with 
this utility, they had made an invention, and we tried to present to 
the Patent Office the composition as representing the discovered in- 
en namely, a medicinal product for the treatment of agitated 
psychotics, 

r. Dixon. Mr. Chairman, I want to put the patent in the record. 

Senator Kerauver. That will be exhibit 201. 

(Exhibit No. 201 may be found on p. 10104.) 

Mr. Dixon. The patent which you obtained on July 16, 1957, was 
on a composition containing Sparine in an amount of 10 to 200 milli- 
grams combined with a carrier; is that correct? 

Mr. Barr. Combined with a carrier ; that is correct. 

Mr. Dixon. Then what you have is a patent on a composition within 
the range of 10 to 200 milligrams? 

Mr. Barr. That is correct. That is within the therapeutic’s range. 

Mr. Dixon. But I could sell the same product, could I not, at 8 or 
201 milligrams and not violate your patent ? 

Mr. Barr. I am not too sure that you could. You would get into 
asituation there, I believe, where the doctrine of equivalents might be 
considered. 

Mr. Dixon. Is this an unusual type of patent, or is this usual in the 


_ therapeutic field ? 


Mr. Barr. Yes; it is quite usual in the therapeutic field, but this 
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DDT was discovered as an insecticide, and it was claimed as the chem- 
ical compound with a carrier. But before that, long before that, about 
50 years before that, DDT was actually mentioned in Beilstern. 

Mr. Drxon. Was there any known similar product to DDT, to your 
knowledge, when that patent was issued ? 

Mr. Barr. As far as I know, offhand, I can’t think of anything. 
That was allowed in the Patent Office, but Mrs. Wendt, behind you, 
possibly might be able to tell you that, too. She might know. 

Mr. Drxon. Not as an insecticide was the comment that Mrs. Wendt 
made, sir. 

Mr. Barr. Yes. Well, I might simply say this: that before we also 
got this patent a patent more or less similar to this in type was given 
to Hoffman LaRoche on isoniazid in combination with the carrier for 
treatment of TB. Isoniazid, per se, the compound, was a known com- 
pound long before Hoffman LaRoche found out about its action in the 
tubercular field. 

Mr. Dixon. It seems to me here, sir, looking at it from my own 

ersonal viewpoint, that this is an unusual type of patent. What you 
ave patented in this country is a known drug long used in Europe. 


Mr. Barr. I beg your pardon; it was not a known drug. It was only | 


a known chemical compound. 
Mr. Dixon. A known chemical compound, then. 
Mr. Barr. Nobody knew any uses for it or had any uses for it. 


Senator Keravver. I thought Phenergan had been used by Rhone- | 


Poulenc as an antihistamine ? 
Mr. Barr. Mr. Chairman, that is true. 


Rhone-Poulene got a patent on the compound, per se, because it f 


was not only new when they made it, but it was also they who discov- 
ered the utility for it, too. They discovered the antihistaminic action 


for it. But I might say this: that Rhone-Poulenc made Sparine, and | 


they tested Sparine along with about 20 or 30 or 40 other phenothi- 


azine compounds for a great many different pharmaceutical or phar- | 
macological actions and, as far as Sparine was concerned, they found | 


no action. 


Mr. Drxon. Mr. Baer, did you not acknowledge in your patent file [ 


at the Patent Bureau that a French publication showed that promazine 


had strong local anesthetic action in pharmacological tests on animals! | 
Mr. Barr. I discussed that with them ad nausea. That was dis 


closed, I think, in the French publication, wasn’t it? 

Mr. Dixon. Then there was previous use? 

Mr. Barr. But it wasn’t any good. If you talk to a doctor about 
local anesthetic action—and now I am afraid I will have to speak as if 
I were a doctor—many phenothiazine compounds show local anes- 
thetic action, but the pharmacologists tell me, and Dr. Seifter, one of 
the inventors here, is the pharmacologist, told me that, when a com- 
pound is so strong that it will deaden nerves or even kill nerves, it 
might appear as if it were a local anesthetic, and that is probably what 
Rhone-Poulenc found. And I explained that to the examiner. 


Mr. Drxon. My information is that you did not file with the patent F 


any known clinical test; is that correct ? 


r. Barr. I believe I did file with the Patent Office a great many : 
known clinical tests. As a matter of fact, in one of my discussions 
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with the Patent Office, I must have brought down about 10 publi- 
cations. 

Mr. Drxon. Were they your own tests? 

Mr. Barr. They were by clinicians, and I don’t think that they were 
our own in the sense that we paid them or had anything to do with 
them. 

Mr. Dixon. You did obtain this composition patent. 

Mr. Chairman, I would like to have marked as exhibit 202 the li- 
cense agreement between American Home Products Corp. and Rhone- 
Poulenc, dated the 7th of January 1957. There are two process pat- 
ents and one product patent contained in this contract between Amer- 
ican Home and Rhone-Poulenc. 

Senator Kerauver. That will be exhibit 202. 

(Exhibit No. 202 may be found on p. 10106.) 

Senator Kerauver. Let me ask a question to see if I understand. 
Rhone-Poulenc had developed promazine, which is the generic name 
of a well-known product made in France and talked about in other 
places; is that correct ? 

Mr. Brusu. I wouldn’t say it was well known, sir. 

Senator Keravuver. I mean it had been discovered. It was there- 
fore not patentable; is that correct? 

Mr. Brusu. That is correct. 

Senator Kerauver. Rhone-Poulenc secured a composition patent on 
Phenergan ; is that correct ¢ 

Mr. Brusu. Phenergan ? 

Senator Kerauver. And you are a licensee of Rhone-Poulenc for 
Phenergan ? 

Mr. Brusn. That is correct, sir. 

Senator Keravver. You secured a composition patent on products 
that had already been known ? 

Mr. BrusH. Sparine. 

Senator Keravuver. I don’t understand this at all. We are going 
to have to look into this matter of awarding patents on just putting 
her two or three products already known. That sounds a little 
unusual. 

Mr. Barr. May I comment on that, sir? 

Senator Kerauver. This is a composition of a known compound. 
This is a very unusual kind of thing, a remarkable thing, it seems to 
me. But apparently that does take place in the Patent Office. 

Mr. Barr. Yes, sir; it does, because I believe the Patent Office recog- 
nizes, as do some of the judges before the Court of Customs and Patent 
Appeals, if I recall correctly, that a man can make a tremendous dis- 
covery in the utility—almost any chemist can make thousands and 
thousands of compounds, just merely make them. There isn’t any in- 
vention in just making, unless he develops a new process then for 
making them. 

But it is what they are used for is that is important to the public. 

Senator Kerauver. Phenergan was used as an antihistamine ? 

Mr. Brusn. That is correct, sir. 

Senator Keravuver. Gradually, in your advertising, you started 
stressing the side effects of drowsiness and finally made a tranquilizer 


| out of it? 
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_ Mr. Brusn. Oh, no; we still sell Phenergan. It is one of our major 
items. 

Senator Krerauver. I know you are still selling it, but I read some 
of your advertisements in medical literature. It started out as an [| 
antihistamine, it was advertised largely as an antihistamine. It was 
found that it produced drowsiness as a side effect, so the antihistamine 
qualities were gradually played down. The tranquilizing qualities, | 
to wit, drowsiness, were played up, and now you have made almost 
a full-fledged tranquilizer out of Toma. 

Mr. Brusu. No; we don’t sell it that way, sir. 
Senator Keravuver. How do you? We have some of the advertise- 
ments from your catalogs, do we not? Let’s just read some of them 
and see if I am right. 

Mr. Dixon. Dr. Blair has the 1959-60 American Druggist’s Blue | 
Book, wh‘ch contains this. 4 

Dr. Buatr. Here is the advertisement on page 469 for Phenergan, 

Senator Keravver. Is this American Home Products advertising! | 

Dr. Buatr. Yes, sir. “Its action and use.” This is a quotation, 

Phenergan relieves apprehension, relaxes the patient and produces light sleep. 
As a preanesthetic medication, these beneficial effects reduce the requirements ~ 
for analgesics and sedatives. During surgery, or in obstetrics, it eases induction ~ 
of general anesthesia, reduces requirements of anesthetics, and actively prevents 
and controls nausea and vomiting. These actions are useful presurgically, and | 
especially in geriatric and pediatric patients. It is also indicated in the active 
and prophylactic treatment of motion sickness and nausea and vomiting of reflex © 
origin. Phenergan is also useful in the prophylaxis of swelling pains. It is — 
potent antihistaminic in the management of all allergic conditions known to © 
respond to antihistaminic therapy. 

Senator Keravver. Read the 1953-54 Blue Book. FE 

Mr, Drxon. We have examined it, Mr. Chairman and we may put | 
the corresponding advertisements in the record, but I have a statement | 
here from the 1954-55 Blue Book that Phenergan was advertised as | 
an antihistamine. In 1955-56 the same statement appears with the 7 
addition of a sentence indicating its usefulness as an antimotion | 
remedy. In the 1957-58 Blue Book, a sentence was introduced indi- 7 
cating its usefulness as a preoperative sedative, while in the 1958-5) F 
Blue Book the emphasis in the advertisement is on its usefulness asa 7 
preoperative sedative. As just read here, it is highlighted that it 
relieves apprehension and relaxes the patient and produces light sleep. 
So I think it is fair to conclude—— 

Senator Kerauver. Here is the 1952 Blue Book in which Wyeth 
advertised Phenergan a “potent new chemically different anti 7 
histamine.” ; 

“Drowsiness,” it was advertised, “was found in only 20 percent of 7 
the cases, which wears off before morning.” Isn’t it fair to say you 
started off advertising it largely as an antihistamine? Then you) 
dropped the antihistamine. 4 

Mr. Brusx. We didn’t drop the antihistamine. 

Senator Keravver. You added to it. 

Mr. Brusu. I think we found the drug more useful in other see 7 
tions of medicine, and we have promoted it for that. 

Senator Keravuver. Very ith 

Mr. Brusu. Do you think that is unusual, Senator? 
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Senator Keravver. I think it shows the close relation between 
Phenergan and Sparine, on which you have a patent. 





me Mr. Brusu. We are not denying there is any close connection and 
an | we are not denying any close connection with Rhone-Poulenc. What 
was Iam trying to find out is what are you trying to prove? 
‘ine Senator Keravver. I think it is rather unusual for you to get a 
‘les, | composition patent on a product made up of well-known drugs. It is 
10st | interesting that you start out a drug as an antihistamine, advertising 
that only in a very few cases does it create drowsiness, then the ad- 
vertising builds up the drowsiness factor as a tranquilizer and down- 
tise- | grades the antihistamine qualities. 
hem Mr. Brusn. That was the history of these phenathiazine drugs. 
| — Senator Keravver. I think it is interesting from the viewpoint of 
Blue | the advertising regulations. 
' Mr. Brusu. Pardon, sir. 
gan. | Senator Keravuver. From the point of view of the Federal Trade 
ing! | Commnission regulations on advertising, as to whether you manipu- 
tion, | late your advertising so as to make a drug a tranquilizer or an anti- 
sleep, | histamine, depending on what the market is. 
ments | # Mr. Brusu. We have spent $2,250,000 to date on this type of inves- 
ction | tigation to be able to develop, and the reason that we didn’t sell it 
— | originally for some of these conditions, was that it was not known they 
active | Were useful. 
refer | | And we believe we are making a useful contribution to medicine in 
Its | developing these additional uses. From my point of view, I can’t 
wn t | see any thing strange about it. If we find this drug is useful in an- 
- other field 
' — Senator Keravver. I think it will be developed that when Smith 
y put’! Kline & French were doing so well with their French product, Thora- 
ament | zine, the tranquilizer market became a very desirable market and you 
sed a3 | wanted to start getting your part. 
h the} = Mr. Brus. That is what we are in business for, to develop products 
rotion F to fill 
ind — Senator Keravver. You shifted your antihistamine advertising. 


58-59 F Mr. Brusu. Only after we developed the facts, Senator. If you 
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are willing to concede we developed the facts, I am perfectly willing 
to admit we 
' Senator Kerauver. Phenergan in 1952 was advertised as an anti- 
| histamine. 
' Mr. Brusn. That is what we bought it for. 

Senator Krravuver. It is the same Phenergan that you now adver- 
_ tise largely for its tranquilizing effects. 
' Mr. Brusu. Yes, and we can show you very outstanding conditions 
that have been treated with this, Senator. 

Senator Keravver. You might confuse the doctor. 

_ Mr. Brusu. Oh, no, you don’t confuse the doctor so easily. I wish 
we could. If it is as easy as it is represented here we’d have a fine 
time. 

Mr. Dixon. Mr. Chairman, I think there is considerable bit of light 
that can be cast on this relationship between Phenergan and Sparine. 
> As listed in AMA’s new and unofficial drugs, 1958 edition, under 
5 puenothiasine hydrochloride, Phenergan is 2-dimethylaminopropy]l. 
~ Sparine is 3-dimethylaminopropyl. 
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In other words, one is 2 and one is 3. 

Mr. Brusu. Of course, you can make fun of this. 

Mr. Drxon. No, I am not making fun of it. 

Mr. Brusu. It is a very serious thing because developing all the 
original sulfa drugs that were developed as you know went through 
many phases, and the fundamental principle—— 

Senator Keravuver. Let’s move along and see what they have done 
with Phenergan and Sparine. 

Mr. Drxon. Mr. Chairman, on the question of a comparison of price 
differences between Phenergan and Sparine, I would like to have Dr, 
Blair explain it. 

Senator Keravuver. Do you have it in table form ? 

Mr. Dixon. We have it in table form. We will make that 202-A. 

Senator Keravuver. Yes. 

(Exhibit No, 202—A follows :) 


Phenergan Phenergan Sparine ! 


12.5 mg., 100’s 25 mg., 100’s 25 mg., 100’s 


Price to | Fair trade | Priceto | Fairtrade | Priceto | Fair trade 
druggist | minimum | druggist | minimum | druggist | minimum 


1 Actually sold in bottles of 50’s for $3. Price was doubled to get bottle of 100’s. 
Source: American Druggist Blue Book for years shown. 


Dr. Buatr. Mr. Chairman, thjs table shows the price of Phenergan [ 
in 12.5 milligram tablets, and in 25 milligram tablets, 100 to a bottle. 7 
It also shows the price of Sparine in 25 milligram tablets, 100 toa 
bottle. Now it is interesting to note that as the emphasis on the drug 
was changed from its antihistaminic action to its relaxing and calming 
action and its effectiveness for producing light sleep, the price was 
raised. Again the source of these figures is the “Blue Book,” and 
these are prices to druggists. The 12.5 milligram tablet was sold to 
the druggist in 1952 at $2.25 per 100. It was raised slightly to $2.47 in 
1954-55, and then sales on the 12.5-milligram-size tablet ceased in 
1957-58. In 1956-57 sales began on the basis of the 25-milligram 
tablet where the price was originally $4.45 per 100, It remained the 
same in the following year, and then in 1958-59 and 1959-60 it was 
raised about $1.50 a bottle to $5.94. 

Now what is very interesting is that that figure of $5.94 is almost 
identical with the price at which American Home Products is selling 
Sparine for the same dosage tablet, 25 milligrams; namely, $6 for the 
bone os 100, which has prevailed since the product was introduced in 

57-58. 

The inference to be drawn is simply that as the nature of the ad- 
vertised usage was changed-—. 
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Mr. Brusn. I object to the advertising change. I don’t think that 
iswhy we changed the price. < 

Senator Keravuver. Why did you change the price? 

Mr. Brusu. Because it cost us more to make it. 

Mr. Drxon. You have an exclusive license from Rhone-Poulenc to 
manufacture and sell Phenergan ? 

Mr. Brusu. That is correct, sir; and another, we are still selling 
the 12.5 milligram. Your “Blue Book” must have been wrong because 
we are still selling it. 

Mr. Dixon. You may still be selling it, but this comparison is on 
95-milligram tablets in bottles of 100. You sell those, too? 

Mr. Brusu. That is correct, and it was to make the price equal to 
the $2.47. 

Mr. Dixon. The increase occurred in 1958-59 after you had brought 
out Sparine in 1958, in the preceding year ? 

Mr. Brusu. What happened, sir? 

Mr. Drxon. You brought out Sparine, did you not? You put it 
onthe market in 1958, 1957-58 ? 

Mr. Brusu. 1957, I believe. 

Mr. Dixon. And the druggist paid $6 for a bottle of 100 25-milli- 
gram tablets. 

Mr. Brusu. That is correct. 


Dr. Dixon. The following year you increased the price of Phenergan 


Mr. Brusu. That is correct. 

Mr. Dixon. Which was a substantial increase. 

Mr. Brus. That was to make it even with the 1214 milligrams. 

Mr. McInerny. Mr. Dixon, could you please when you are recit- 
ing these figures, sir, refer to the potency and the vial size or package 
size? I think it would be helpful for us to follow and to check the 
accuracies of your information. 

Mr. Dixon. I am talking about a comparison of Phenergan with 
Sparine, 25 milligram tablets in bottles of 100. 

Mr. MoInerny. Yes, sir, and what figure do you have for that? 

Mr. Dixon. What is that? 

Mr. McInerny. What figure do you have for our selling price on 
Phenergan ? 

Mr. Drxon. In 1958-59 for Phenergan in 25-milligram, 100 to a 
bottle quantities, you charged $5.94; at least the druggist had to pay 
$5.94 for it. At that time you charged the druggist $6 for the 
same quantity of Sparine. 

r. McInerny. Again, sir; what is the potency of the Sparine that 
you are referring to? 

Mr. Dixon. Twenty-five milligrams. 

Senator Kerauver. Mr. Brush has the table before him. 

Mr. Drxon. In other words, Mr. Brush’s price was increased on 
Phenergan. I think in answer to the question as to why, you said 
your costs went up ? 

Mr. Brusu. No, I said it was due to the costing of the 1214-milli- 
gram one. We were selling that at $2.47. 

Senator Kerauver. Get a little closer to the mike. 

Mr. Brus. You will see that we doubled the price of the 1214 to 


| goto the extra strength of the 25 milligram. 
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Mr. Drxon. Mr. Brush, that might explain the increase in 1956 
where you charged $4.45 for 25-milligram tablets in bottles of 100 of 
Phenergan, but then as compared to $2.47 for a tablet containing 
1214 milligrams of 100, on 25-milligram bottles of 100 you increased 
the price $1.49 between 1957-58 and 1958-59. 

Mr. Brusu. I will have to find reasons for this, because I am not 
really prepared on Phenergan. 

Mr. Drxon. It is apparent that the extent of your increase brought 
it within 6 cents of your price for Sparine. 

Mr. Brusu. That could be. 

Mr. Drxon. I have had called to my attention that at this same time 
on the pee box itself, there is reference to a greatly improved 
process of making phenothiazine compounds, one of these compounds 
under the patents. 

Senator Keravuver. Would you repeat that, Mr. Dixon ? 

Mr. Drxon. One of the patents on the Sparine box itself refers toa 
greatly improved process of making ate compounds. It 
would appear that your efficiency had improved when you brought 
out Sparine, wouldn’t it? Does that statement reflect that? 

Mr. Brusu. I am lost. 

Mr. Drxon. You sell Sparine, do you not, to Government agencies! 

Mr. Brusu. Yes; we do. 

Mr. Dixon. I believe that the Government buys 50-milligram tab- 
lets in bottles of 500’s. I also am informed that the contracts are nego- 
— since, of course, you are the only seller of Sparine in the United 

tates. 

Mr. Brusu. That is correct. 


SS 
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Mr. Drxon. Mr. Chairman, from the information which we obtained / 
from the Military Medical Supply Agency, it appears that $180,000 © 
worth of Sparine was bought from American Home Products in April 7 
1958 for $24.42 per bottle, in bottles of 500 50-milligram tablets. | 
About the same time, the druggist was paying $34.20 for this same | 
quantity of the same 50-milligram tablets. This was a negotiated | 
price, as I understand it, between the agency and your company, is | 


that correct, Mr. Brush 
Mr. Brus. That is correct. 


Mr. Drxon. This is obviously a different situation than we found 7 


with respect to prednisone as was shown in the December hearin 


where Schering sold to the druggist for $170 of 1,000 5-milligram tab- | 
lets, as compared with its bid in June 1959, to the Military Medical | 
Supply Agency of $23.63. Even then they lost out to a small com: 7 


pany, Premo, which won the contract at $20.98. But there are no 
small companies that are able to bid on Sparine? 

Mr. Brusu. No, sir. 

Senator Keravuver. Do you have a regular discount that you give 
the Government or the Veterans’ Administration from time to time 
on Sparine, maybe 20 percent, 25 percent? Or what is it? 

Mr. Brusn. Yes, we have a general schedule, and it runs about 
20 percent off. 

Senator Keravuver. About 20 percent off, which is roughly, I believe, 
your cost of general advertising to the physicians? 

Mr. Brusn. Well, on Sparine, we actually spend as much on Gov- 
ernment agencies as we do selling the general physicians and hospitals 
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Senator Kerauver. There wouldn’t be as many Government doctors. 
in the purchasing department of the agencies. 

Mr. Brusu. Well, we don’t only deal with the purchasing. Our 
men go into the field, into veterans hospitals and the Federal agencies, 
and actually work with the doctors in the hospitals, to acquaint them 
with our medications. That is how we get them to specify they want 
Sparine, because the doctors in the hospitals think our products have 
merit and they request them. 

Mr. Cuumpris. Mr. Brush, just 1 second for clarification. When 
you were referring to advertising that Senator Kefauver just men- 
tioned, the difference between the price to the druggist and the price 
to the Government, you were referring to advertising in the sense of 
selling and distribution costs, is that correct? 

Mr. Brusu. That is correct. 

Mr. Cuumpris. In other words, it encompassed the whole term 
of selling and distribution costs including advertising? 

Mr. Brusu. That is right. 

Mr. Dixon. Did you ever sell Sparine to druggists in bottles of 
500? 


Mr. McInerny. The answer to that is “Yes.” 

Mr. Brus. Yes. 

Mr. Dixon. Will you read, Dr. Blair, the quoted price to druggists 
in bottles of 500 for 50-milligram tablets? 

Dr. Buatr. $64.85. 

Mr. Drxon. In other words, the druggist must pay $64.85 for what 
you are selling to the Military Medical Supply Agency for $24.42, 
is that right? 

Senator Kerauver. No; that is wrong. 

Mr. Dixon. That can’t be right. 

Mr. McInerny. No, it is not right. 

Dr. Buarr. The correct figure is $34.20. 

Mr. Drxon. $34.20. The druggist pays $34.20 for the same quantity 


Mr. Brusx. Our price is actually $32.49. 

Mr. Dixon. Is that the wholesale price ? 

Mr. Brusu. Yes. 

Mr. Dixon. I was quoting out of the Blue Book as what the drug- 
gist had to pay. 

Mr. Brusu. That is the suggested wholesale price. 

Mr. Drxon. I was quoting that price from the Blue Book. So the 


. difference, a is between $24.42 and $34.20. 
1 


Mr. Brusu. That isn’t correct. 

Senator Kerauver. $32.49? 

Mr. Brusu. It is $32.49. 

Mr. Dixon. You have explained to the chairman the difference be- 
tween your sales method to the Government and to the wholesale 
trade, I believe, or to the doctors. Do you consider you sell to whole- 
salers or to doctors ? 

Mr. Brusn. Pardon? 

Mr. Dixon. Do you consider you make sales to doctors or to the 
wholesaler? 

Mr. Brusu. We sell anyone we can. 
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Mr. Drxon. You don’t try to go to the wholesaler and get him to 
buy your product primarily, do you? 

Mr. Brusu. Well, no; only to be sure that he has it in distribution, 
so the doctors are able to buy it when they want to prescribe. 

Mr. Dixon. We had a statement made to us, I believe, by one of the 
previous witnesses that he sold his products to doctors primarily. 

Mr. Brusu. Well, we use the effort to get the doctor to prescribe 
our item, but then we have to make sure when he prescribes it. 

Mr. Drxon. That is right. 

Mr. Brusn. And the patient goes to the corner drugstore, that the 
material is available so that you have a double—we are skipping one, 
but we have got to make sure the other is functioning. 

Mr. Drxon. I understand. 

Mr. Chairman, the Veterans’ Administration also buys Sparine, but 
in smaller quantities. For instance, on January 10, 1958, it bought 
about $18,000 worth of Sparine at $24.51 per bottle. 

Mr. Wesster. Have you got a copy of that? Did you give us that 
paper? 

Mr. Dixon. Not yet. 

Mr. Wesster. It would be nice if we could check it. 

Mr. Drxon. You may check it. 

Senator Keravuver. Yes; and if you have any corrections to make, f 
let us know. 

Mr. Dixon. In January 1959 the Veterans’ Administration had to f 
pay a higher price for these 50-milligram tablets in bottles of 500, 
The price had gone up to $28.50. 

Mr. Brusu. That would be our regular wholesale price. 
$ Senator Keravuver. I thought you said the wholesale price was 

32.49, 

Mr. Brusu. No, that is the suggested resale price from the whole- f 

saler to the retailer. In other words, the retailer would pay $32.49. 


Senator Keravver. Let’s get,this straight—your price to the whole- f 
saler is what? 


Mr. Brusu. $28.50. 

Senator Keravuver. $28.50? 

Mr. Brusn. That is correct. 

Senator Keravuver. And not $32.49? 

Mr. Brusn. That is correct. 

Senator Keravuver. $32.49 is your suggested price to whom? 

Mr. Brusu. To the retailer. 

Senator Krravuver. To the retailer. Then you sold the Military 
Medical Supply Agency in large amounts for $24.42? 

Mr. Brusu. That is correct. 

Senator Kerauver. Your price to the wholesalers on the same prod- 
uct is $28.50? 

Mr. Brusu. That is correct. 

Senator Kerauver. And in 1959, on an $18,000 order you sold to 
the Veterans’ Administration for the same price as you sell to the 
wholesaler ? 

Mr. Brusx. The wholesaler. 

Senator Kerauver. On a purchase like that, shouldn’t the Govern- 
ment get some break ? 

Mr. Brusu. What was the dollars involved ? 
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to Senator Kreravver. I think it was $18,000. 
Mr. Dixon. That was back in 1958. In 1959 they ordered a small 
on, | quantity and had to pay $28.50. : 
: Mr. Brusu. They got the benefit on the bigger amount. 
the Mr. Drxon. It is our understanding that you offered to sell the 
Veterans’ Administration at $21.54 a bottle if they would order a 
“ibe total amount of $100,000 or more in a centralized purchasing order. 
Mr. Brusu. That is correct. 

Mr. Dixon. But our information from the VA was that this was 
the | toomuch and they had to pay a higher price. But when you charged 
"i them your same wholesale price—you said $28.50 in January 1959— 

’ you didn’t have the expense that you would have in selling eventually 
tothe retail druggist. 
but Mr. Brus. Oh, yes, we do. We service the veterans hospitals the 
cht | seme as we would service any other hospital. ; 
g Mr. Dixon. You have the same number of detail men calling on 
that | them the same number of times as they do the general practitioner ? 
Mr. Brusu. Yes, we do; and we circularize them and keep them 
informed. C 
Mr. Drxon. And you send them the same advertising ? 
Mr. Brusn. Yes, sir. | : 
k Mr. Dixon. Mr. Chairman, I would like to have Dr. Blair explain 
ake; atable which should be marked as exhibit 203. 
dtot Senator Kerauver. Let it be marked. 
500 (Exhibit No. 203 follows :) 
Comparative United States and foreign prices of Sparine, 1959 
we [25-mg. tablet, bottle of 50] 

Country Trade name Marketer Price to 
hole- druggist 
49, ees eee eee ee eee 
h ole- NOOR 5 «5+ id cceeabactal MEER ob be dcsedednnknededs Wyeth Pe SE eta es ' 

DM et ocd nnwoetigacenee Sparine........... abqamesteed Wyeth International_______- 04 
SD MBS ib ici ceccwncesaste Vipromasine...............- WOW St. ecacccndbddasoaee 2.70 
ae coat Verophen 83 
WUE ic scnvegnnccuan<dee . 80 

in sna dacehsdi sien Promazionon 1.26 

RES, ott bc sen chgioaattied PES dgeactipetbibuinrweties 1. 59 

huh dats wan udtobnnabed GRO. bn so ieasiloicls 3.15 

SNES 55 sth, caduwctaiasoeees i EE Se 1. 66 

re ck cade gent es y FSS TERS SEES SE Se SS 1.32 
9 Calculated from price for 30 tablets. 

7 + Calculated from price for 20 tablets. 

‘Calculated from price for 25 tablets. 
litary Sources: U.S. price: American Druggist Blue Book, 1959-60. Foreign prices collected by the U.S. 

Department of State through the American embassies in spring of 1959. 

Mr. Dixon. This is a comparative table, Mr. Chairman, of domestic 
prod and foreign prices of Sparine. 
Mr. Wessrer. Will you wait just a minute? Give us about 1 
minute. 
old to All right. 
to the Senator Kuravver. Let’s proceed. __ 
Dr. Brarr. Mr. Chairman, this table is based upon prices collected 
by the Department of State through the American embassies in the 
overn- 


spring of 1959. The U.S. price shown on the table is based upon the 
American Druggists Blue Book. The table shows prices of Sparine 
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iving the country for which the State Department obtained the in- 

ormation, the trade name, the marketer, and the price to the druggist, 
All of the quotations are on, or have been converted to, 25-milligram 
tablets in bottles of 50. 

At the top of the table it will be seen that the price to the druggist 
for Sparine in this country was $3. The price in Australia for the 
product sold under the trade name Sparine by Wyeth International 
was 94 cents. The price in Venezuela sold b Wyeth under the trade 
name Vipromazine was $2.70. Wyeth itself does not appear as a 
marketer in Germany, where the lowest prices for any of the coun- 
tries shown are recorded. The product is sold in Germany under two 
trade names, Verophen and Protacyl, by Bayer and Asche, at prices 
of 83 cents and 80 cents respectively. 

Wyeth is then shown to be the marketer in each of the other coun- 
tries represented on the table, Brazil, Holland, Canada, Mexico, and 
Italy. Wvyeth’s prices for the product range in those countries from 
$1.26 in the case of Brazil to $3.15 in Canada, which, again, Mr. 
Chairman, is the highest priced country on the list. 

Under the name of Sparine the product is sold in the United States, 
Australia, and Canada. The prices range from a low of 94 cents in 
Australia to a high of $3.15 in Canada, and, of course, the figure for 
the United States being, as mentioned, $3. 

Mr. Drxon. Mr. Brush, you own Wyeth Domestic and Wyeth In- f 
ternational, do you not? 

Mr. Brusu. That is correct, sir. 
Mr. Dixon. Are we correct in assuming that Australia is the only 
place that Wyeth International sells Sparine? Are your sales of 
Sparine in Canada made by your domestic Wyeth Company ? 

Mr. Brusn. No, I think in Australia where it is marked Wyeth In- f 
international, it is not correctly marked. Actually Wyeth Interna- > 
tional is an organization that has charge of all our foreign business. f 

We do business in Australia with the Wyeth Co. the same as we dof 
business in Brazil, Fontura Wyeth is the name of the company in| 
Brazil, in Holland it is Wyeth, Canada it is Wyeth, Italy it is Wyeth. | 
These are separate domestic companies in those countries. ' 

Mr. Dixon. How can you sell outside the United States when your 
agreement limits you to just sales in the United States? 

I am reading from page 1 of the agreement, which is exhibit 202: 

To grant exclusive license rights for producing the subject product in the 
United States, its territories, and possessions with regard to the subject matter F 
described in U.S. patent application serial No. 575,005, filed March 30, 1956, in F 
the name of Joseph Schmitt, all of said transferable rights not yet in industrial 
use. 

Mr. Brusu. The answer to that is quite simple. We have separate | 
agreements with Rhone-Poulenc in all these countries. 

Mr. Drxon. Would you furnish us with those agreements? 

Mr. Brusn. Yes. 

Mr. Dixon. Would you also furnish us your license with Rhone f 
Poulenc for the sale of Phenergan ? 

Mr. Brusu. Yes. 

(The documents referred to may be found beginning on p. 10078).f 

Mr. Dixon. You are not questioning the fact then that a Wyeth) 
Co. 
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Mr. Brusu. Oh, no. 
Mr. Drxon. Sells in Australia 25-milligram tablets of Sparine in 
bottles of 50 at 94 cents? 
Mr. Brusn. I am questioning the 94 cents; yes. In the first place, 
we don’t sell in cents. 
Mr. Dixon. If you find any of these—— 
Senator Keravuver. Let’s get that clear. The State Department has 












































‘ade — converted the pound or whatever it is in Australia now. 
iS a Mr. Brusu. I would have to have that submitted to me to check, 
un- F because I am not—— 
two Senator Krerauver. If you find that isn’t correct, we will certainly 
‘ice § be glad to have your correction. But the State Department has done 
this very carefully. It has all been converted into dollars from the 
oun F Australian and British exchange. How do you explain the 94 cents 
and > in Australia? 
rom Mr. Brusu. In the first place, I don’t think the price is right. And, 
Mr. § as I tried to explain yesterday, this is a different economy, and we 
manufacture the goods in Australia, hire Australians, and it is an en- 
ates, | tire operation within the Australian area. 
iS In And in Australia we have to meet local conditions and we do meet 
> for F focal conditions. 
| Senator Keravver. What do you mean you have to meet local con- 
1 In- F ditions? 
Mr. Brusu. Well, we don’t know what the competition is. If you 
only | want Australia, I can get it; actually who is selling and what the situa- 
)— tion is. 
*s of | Senator Kerauver. You have an exclusive license from Rhone- 
Poulenc for Australia, don’t you? 
hin} Mr. Brusn. No. We, un ortunately, don’t. 
ern | Senator Keravuver. Who else sells in Australia? 
ines: | “Mr. Brus. There are several. 
ve dof Senator Keravver. You make a profit in Australia, don’t you? 
ny 2) =6Mr. Brus. Yes; we do. 
yeth | Senator Keravver. Where there is competition, then you get your 
price down to meet the competition. Where there is no competition, 
yout § youhave your price way up. Is that what we are to understand? 
| Mr. Brusn. No; Iam not prepared to a with that. 
t 202: = Senator Kerauver. What do you say about it? What do you mean 
in the | by local conditions? 
matter > Mr. Brus. Well, there is the local currency; there is the local rates 
“s ofemployment ; there is the local fees that we have to pay. 
: Australia has a medical list. This is put on the medical list and 
el the selling of it is a much different problem than it is in the United 
para States. I mean there are a lot of local conditions that exist. Aus- 
tralia has a partly socialized medicine program under which they list 
these items. If you can get your product on the list, then the physi- 
nda '¢lan must select from that list. Sparine happens to be one of the 
on’) ones that is listed in Australia. 
Senator Kerauver. There is no price control in Australia, as I un- 
0078). derstand it. 
Wyeth fi Mr. Brusn. Pardon? 





Senator Krrauver. There is no price control in Australia, I have 
n informed. 
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Mr. Brusu. Well, if you want to get yourself on that medical list, 
there is, Senator. 

Senator Kerauver. But the whole point is—and this illustrates it, 
really, Mr. Brush—that you have a company in Australia and, remark. 
ably, in some of the products we have seen, such as Thorazine, we find 
Australia paying very large prices. Some of them are quite above 
the United States on some of the products you handle. But here you 
have a plant and you say you are competing to make a profit, and 
yet you sell at 94 cents. 

Mr. Brusu. Yes, sir. 

Senator Kreravuver. To the druggist. 

Mr. Brusu. We can ship Sparine from Australia in here much 
cheaper than we can make it, if that is what I understand the com- 
mittee would like us to do, which, of course, will result in unemploy.- 
ment to American citizens who, we understood, we would try and 
maintain. This is nothing that is unusual to the drug industry. You 
can buy anything you want in these foreign markets much cheaper 
than you can buy them in the American market. 

Senator Kerauver. There is some difference, I am sure, in the wage 
rate. 

Mr. Brus. Three times. 

Senator Kerauver. I don’t know what it is, but actually the dif. 
ference between 94 cents and $3 is—— 

Mr. Brusu. Just about three times. You just multiply it by 3 and 
you will be—— 

Senator Keravver. All this is wages. 

Mr. Brusu. Pretty near. 

Senator Keravuver. Our information is in the actual making of 
the chemical—— 

Mr. Brusn. It is the selling. 

Senator Kerauver. Wait just a minute. Machinery is used that is 
highly mechanized. We have had reports that the use of labor in 
the actual manufacture of a chemical product such as this is not large, 
as has been brought out before. : 

Mr. Brusn. But we have our cost of distribution; we have our de- 
tail men. We have the same expenses in Australia, but we do it ons 
much lower scale. The wages are much lower. 

Senator Keravuver. That isa big difference. 

Mr. Brusu. It certainly makes an awful lot of difference whether 
you have to pay $20 a week or whether you have to pay $100 a week. 

Senator Krravver. I assume that in Temeahsile the same operation 
and wages are not as high as they are here in the United States, and 
you sell it for $2.70. 

Mr. Brusu. In Venezuela, this is? 

Senator Kerauver. Yes. 

Mr. Brusu. Well, that differential could result from a number of 
things, but I don’t think that is substantially different from $3. Its 
10 percent. 

gon ator Kerauver. Do you havea factory in Venezuela? 

Mr. Brusn. We are building one. 

Senator Krerauver. Where do you get your product from ? 

Mr. Brusn. I imagine we import it from France. 

Senator Keravuver. Or some from the United States? 
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Mr. Brusu. I doubt that we send it from the United States. I 
would have to find out. 

Senator Keravuver. Do you have competition in Italy ? 

Mr. Brusn. I should say we do. 
es Kerravver. Is that one reason why your price is down, 
there ¢ 

Mr. Brusn. Well, not necessarily the competition. There again 
the elements of labor in Italy are much cheaper than they are—You 
can manufacture much cheaper in Italy than you can manufacture in 
the United States, 
Senator Krrauver. Doesn’t Italy have a formula whereby they take 
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uch | the manufacturer's cost and multiply it by 3 and that is the price that 
om: | the pharmaceutical— 

let. Mr. Brusu. I don’t know whether you have ever tried to get a price 
mi through in one of these price-controlled countries. They talk about 








a formula, but that doesn’t really 

Senator Keravuver. Isn’t that the formula? They take your manu- 
facturing costs and multiply it by 3, and that is the maximum that 
you are supposed to charge ? 

Mr. Brusn. Well, that isn’t generally the way it is done. That is 
what they say is done, but that isn’t what happens. 

Senator Kreravver. If you take it that way, it would be about 44 
cents in Italy under that formula. One-third of $1.32 is 44 cents. 
Very well; proceed. 

Mr. Cuumpris. May I ask a question at this point? 

Senator Kuravuver. All right, Mr. Chumbris. 

_ Mr. Cuumpris. Mr. Brush, the product that you manufacture in 
the United States, do you sell that product as manufactured in the 
United States to any of these countries listed on that exhibit? 

Mr. Brusu. The only one, Canada, we do. 

Mr. Dixon. You mean by that, Mr. Brush, that, outside of the 
United States and Canada, the Sparine which you sell is not manu- 
factured in the United States? 

Mr. Brusu. That is correct. 

Mrs. Cuumpris. All right; now, then, each of the countries that are 
listed on this chart, are those products that are sold in these countries 
manufactured in these respective countries ? 

Mr. Brusu. Yes; it is. . 

Mr, Cuumpris. I think you questioned the one in Venezuela; is 
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ee that right ? 
er Mr. Brusu. That, I would have to check. : . j 

= oan Mr. Cuumpris. Do you have available information which will show 
9 





the relative costs that would go to the prices charged in those respec- 
tive countries ? 

Mr. Brusu. Yes; I have. 

Mr. Cuumerrs. Just as you do in what it costs in this country to 
the price that you get? 

r. Brusu. That is right. 

Mr. Cuumeris. And is it comparable ? 
Mr. Brusu. Generally comparable. 

r. Cuumpris. Do you have any information, for instance, what 
the price of bread or the price of milk or the price of canned goods, 
the price of rent, the price of clothing is in those countries as com- 
pared to the price of these respective articles in the United States? 
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Mr. Brusu. We have a study of the wage rates and the costs of 
many of the ingredients. : 
Mr. Cuvumpris. Do you have it available for the subcommittee for 
evaluation ? 
Mr. McInerny. We believe we have that data, Mr. Chumbris. If 
you will give us a moment, we will see if we can find it. | 4 
Mr. Cuumpris. What I am trying to bring out, for instance, if the 
rice of medicine is one-third in Italy to what it is in the United 
States, and the price of bread in Italy is one-third of what it is in the 
United States, and the price of clothing is similar—— 
Mr. Brusu. Everything? 
Mr. Cuumpris. We may be able to get some kind of evaluation of 
the charges that are charged in one country as against another. 
Mr. Brusu. Generally speaking, our prices are geared to the econ- 
omy of the country, and that is brought about by the fact that they 
have a different wage rate, a different cost of living, different—every- 
thing is different. 


Mr. Cuumpnris. But that is only one of the factors, too; I mean the f 
relativity of the prices in the different countries. You also have the 


‘question of competition, other conditions. 

Mr. Brusu. That is right. 

Mr. Cuumpris. In the country? 

Mr. Brusu. That is right. There could be socialized medicine, 
price control. There are many things that go into it. 


Mr. Cuvumpnis. I think that information would be valuable for the 
record, so, when the Senators read the transcript, they will be able to} 


judge. 


Senator Keravver. All right, send us what you get up and we will 


make it a part of the record. 


Mr. Dixon. Mr. Brush, that would be interesting for Italy, but If 
reiterate what the chairman pointed out to you, that in Italy the price 
can be only three times the cgst, so in Italy I would assume that, iff 


you are charging $1.32, the cost must be 44 cents. 
Mr. Brusu. It could be less. 
Mr. Dixon. It could be less, but at least under the formula—— 


Mr. Brusn. As I say, I hate to make statements without having the 


facts before me. That is what I say. 


When you are dealing with Italian officials in setting these prices) 


you can sit here and say this is the formula, but, when you are actually 


sitting there with the papers in front of you, that isn’t the way thef 


thing is settled. 


Mf. Dixon. That is right, and in this country you don’t deal with} 
officials. You have a monopoly of Sparine and you can set the prices 


as you please. 


Mr. Brusu. You can call it a monopoly. We say we have! 


patent. 

Mr. Dixon. I mean a 17-year 

Mr. Brusu. And that patent was issued under the laws of Con: 
gress. Now, the only thing I don’t want to get traded into here- 


there are certain rules and regulations. This is like a football gamep 


Now, if the legislature are going to change the patent law, they wil 


change the patent law. But I don’t want to be sitting here today #f 


_ 
= 


Qa. 
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ware 
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if 1 was some kind of a criminal and being pointed out I have got 
a monopoly when I have lived meticulously and have done what the 
patent law says you can do, and I don’t think you ought to infer, 
when monopoly today has this urgly sound, when all we have done 
is followed what we believed to be a legal process. 

Mr. Dixon. I mean no criminal inference, Mr. Brush. I merely 
point out a fact. You have a patent, and that patent gives you an 


exclusive right for 17 years on this composition patent which you 
sell as Sparine. 


Mr. Brusu. That’s right. 

Mr. Dixon. During that 17-year period, that right is yours? 

Mr. Brusu. That’s right. 

Senator Kreravver. Sieve you licensed anybody to make Sparine? 

Mr. Brusu. No; we haven’t. 

Senator Keravuver. Could you license them ? 

Mr. Brusu. We could license them under our patent, but we couldn’t 
license them under the agreement with Rhone-Poulenc. 

Senator Kerauver. You could license them under your patent? 

Mr. Brusu. That’s right. 

Senator Krrauver. Have you tried to license any of them? 

Mr. Brusu. No; we haven't. 

Senator Kerauver. Have you approached Rhone-Poulenc about it? 

Mr. Brusu. No, because we have had one request or two requests, 
_ but they weren’t directly aimed at this field, and we didn’t think that 
we should involve Rhone-Poulenc in the situation. If they wanted 
- to go to Rhone-Poulenc, they knew them as well as we do. 
_ Mr. Drxon. Mr. Brush, yesterday during Mr. Hoyt’s appearance, 


il} he offered for the record a tabulation which showed Miltown costs and 


| profits per tablet. Could you devise a similar table for Sparine for us? 
- Mr. Baus. Iam prepared to do it on eee 

Mr, Dixon. On percentages, but not like Mr. Hoyt’s table? 

Mr. Brusu. No; I haven’t anything like that. 

Mr. Drxon. Would you undertake to do it like he did? 

Mr. Brusu. I think we would; yes. 

Mr. Drxon. We would like to receive it, if you would. 

' Senator Kerauver. As I understand it, you sell Sparine at $3 to the 
druggist for 50 tablets; is that correct? 

r. Brusu. That is correct. 

Senator Kerauver. That is 6 cents a tablet? 

Mr. Brusu. That is correct, but our net take isn’t $3. 

Senator Kerauver. What does it cost you to manufacture it? 

Mr. Brusu. Twenty-seven percent. 

Senator Keravuver. Does that include your raw material? 

Mr. Brusu. Overhead. 

Senator Kerauver. Overhead ? 

Mr. Brusu. Bottling, packaging, testing. 

Senator Kerauver. Royalty payments? 

Mr. Brusn. Royalty payments. 

hs Keravver. Is that on Sparine only, or is that on all your 


Mr. Brusx. No; this is on Sparine. 
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Senator Kerauver. Then it costs you for everything about 2.7 cents 
per tablet? 

Mr. Brusu. Somewhere in that neighborhood. 

Senator Kerauver. And you recommend selling at 6 cents? 

Mr. Cuumpris. Mr. Brush, I am not so sure you understood clearly 
the percentages. What went into those percentages? Does the 27 
percent include the research ? 

Mr. Brusu. That wouldn’t include the research. 

Mr. Cuumpris. What is that? 

Mr. Brusn. 3.3. 

Mr. Cuumpris. What is your percentage on selling and distribution! 

Mr. Brosu. 24.1. 

Mr. Cuumpris. What is your percentage on administrative and gen- 
eral expenses? 

Mr. Brusu. About 11.6. 

Mr. Cuumpris. What is your percentage on taxes ? 

Mr. Brusu. Sixteen percent. 

Mr. Cuumpris. And are there any other percentages exclusive of 
cost of production, research, selling and distribution, general adminis- 
trative expenses, and taxes? 

Mr. Brusu. That is right. 

Mr. Cuumpris. How about your royalty expenses? 

Mr. Brusu. That is included in the cost of production. 


Mr. Cuumprts. So, you add these costs and that was 85 percent. 
Mr. Brusu. What it finally comes out—we make about 15 percent. 
Mr. Cuvumpris. On your sales? 
Mr. Brusn, That is right. 


Mr. Cuumeris. After taxes? 

Mr. Brusu. After taxes. 

Senator Krerauver. How do you account, Mr. Brush, for the fact 
that of the 500 largest American corporations for profit after taxes on 
investment, in Fortune’s listing, you are at the top with 33.5 percent! 

Mr. Brusu. Well, in the first place, we don’t agree that this is af 
correct presentation. 

Senator Keravver. I think Fortune is 

Mr. Brusu. We challenged the Fortune statement. 

Senator Kerauver. This is for 1958. What do you say is your 
profit on net worth after taxes in 1958 ? 

Mr. Brusu. It would be brought down to around 25 percent. 

Senator Keravuver. How do you bring it down to 25 percent ? 

Mr. Brusn. We have a cost of intangible assets. As you know, our 
business has been not built like some of the others. But we have! 
cost of intangibles totaling $42 million that has been written off to 
earned surplus, and if we were to calculate our invested capital as we 
did for the income taxes when they had an excess prose tax, we wert 
allowed to reinstate the actual cost of our intangibles, and this is i 
formation that, I think, if we had known what Fortune wanted to 40, 
we would have been glad to give it to them. But they went ahead 
on the net figures. Somewhere in between the Securities and Ex 
change Commission and the Treasury Department and the America! 
Institute of Accountants the handling of intangibles is still in the au, 
and we have $7 or $8 million still on the books, but our biggest item, 
$42 million, has been written off to earned surplus, and this is # 
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actual physical cost to us of the assets that we now have. Conse- 
quently, I don’t feel that it is fair to put us in here with some com- 
anies that haven’t written the goodwill off, whereas we have written 
it off. Consequently, if you are going to put this on a comparable 
basis, I would think that we would have to have an opportunity to 
show what be believe to be the proper invested capital of our com- 
pany, what it is. 

Senator Kerauver. Accountants don’t figure intangibles. If they 
did, they would have nowhere to start with. 

Mr. Brusu. Pardon? 

Senator Keravver. I say accountants don’t consider intangibles in 
the manner that you do. 

Mr. Brusu. Oh, yes, sir. 

Senator Krerauver. If they did, they would have nowhere to start 
with. 

Mr. Brusu. I would like to say I am a certified public accountant 
of the State of New York, and I speak with authority on the question 
of goodwill and intangibles. 

nator Keravuver. Fortune treated all of you the same. 

Mr. Brusu. But I know. It shouldn’t have treated us all the same. 
That is the point Iam making. If we have to spend $50 million for 
the acquisition of the companies that make up this income, and our 


stockholders have to pay the money out, I would be derelict if I didn’t 


protect my stockholders’ interest. If you are going to use invested 


| capital as the criteria, at least let’s get the invested capital down. 


Senator Kerauver. The Federal Trade Commission reported your 
profit at 36.4. 

Mr. Brusu. I would take issue with the Federal Trade Commis- 
sion. 

Senator Keravver. That is in 1957. Anyway, we will ask the Fed- 
eral Trade Commission to file a statement about this, and you can 


| file your statement about it. 


Mr. Werster. Mr. Chairman, I would like at this time, if I may, not 


) to read, because I think Mr. Brush has really ere ou the substance 


of the statement on this, but I would like to submit for the record Mr. 
os statement on profit rates on sales or invested capital as an ex- 
ibit. 
Senator Keravver. All right, make that exhibit 204. 
(Exhibit No. 204 follows :) 


STATEMENT OF ALVIN G. BRUSH, CHAIRMAN, AMERICAN HOME Propucts Corp. 
PROFIT RATES ON SALES OR INVESTED CAPITAL 


Several influences affect the rate of profit earned by any particular firm. 
When these are combined it can be seen that if one firm earns a higher rate of 
profit than another it does not necessarily reflect a higher degree of monopoly. 

All firms in the economy must compete for capital, whether they can make use 
of internally generated funds or not. Corporations which have access to or- 
ganized capital markets are likely to have to pay a lower rate for capital than 
small firms that must depend on local sources. Furthermore, any class of firm 
Must usually pay more for equity capital than for debt capital, since it is less 
secure. Now, large firms in general will have to earn at least this basic rate on 
equity over the long run, even though they may not resort to the capital market 
for long periods of time. If they fail to earn this rate their owners will become 
reluctant to reinvest earnings and will begin to extract their capital, to the ex- 
tent they can, and invest it elsewhere. Only declining industries can earn less. 
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The drug industry is not, and should not be, declining. The rate of return on 
invested capital for all manufacturing is indicative of this basic rate of return 
on corporate equity capital, though it is not an exact measure because there are 
many substantial deviations from the equilibrium rate. 

In addition to the demand and supply of corporate capital in the economy, 
there are forces causing a considerable variation in return among industries, 
These variations are generally upward from the basic rate and reflect special 
characteristics of industries—primarily risk, though the growth curve of the 
industry is also involved. In any industry with risks exceeding the general 
average, investors ordinarily demand a chance of a higher than average rate of 
return before they will venture their capital, in order to offset the chance that 
their individual investments may suffer a low return or loss. The drug industry 
at this time has higher risks than in average industry. One cannot assume that 
all concerns in a risky industry will make the same rate of'return as the most 
successful surviving ones. 

The industry growth curve is involved because if demand for a particular 
industry’s products is rapidly expanding the return usually runs ahead of the 
general rate on equity investments in the economy at large. The demand for 
the drug industry’s products today is rapidly expanding. The effect of this is 
to induce a rapid inflow of resources and a greater inclination to take risks, thus 
expanding the industry’s capacity to meet its demands. 

A third set of influences reflects differences among firms within an industry. 
These largely involve differences in efficiency of management, superior or in- 
ferior merchandising ability, good or poor location, the productivity of develop- 
ment programs, age, distribution of plants and facilities, and so on. We believe 
American Home Products has carefully established qualities of leadership in 
these matters. Such differences may persist for long periods of time. 

A fourth set of influences may be called random or accidental. A firm’s rate 
of return at any given time, as distinguished from the industry’s equilibrium 
rate over time, is bound to reflect some random influences. It is clear that 
hurricanes, or strikes, or the fortuitous impact of events in other industries may 
affect a firm’s rate of earnings. And in an industry which is strongly affected 
by technological change and obsolescence, the effect of discovery and introduc 
tion of new products, which is very prominent in the drug industry, may assume 
a largely unpredictable pattern. While a firm maintains a continuous research f 
effort in the expectation, or hope, that it will keep abreast of the changing market, 
it cannot count on any fixed proportion of the occasional bonanzas. The firm 
lucky enough to find one may experience a very high rate of profit as long as the 
market advantage of the innovation lasts, and American Home has been for- 
tunate in its tranquilizer products. * But we know the day is coming when our 
present ones will be obsolete. But the benefits to the various competing inno- 
vators are irregular and haphazard. 

Finally, the rate of profit is influenced by fluctuations in the general level of 
income. One would expect to observe higher rates of profit during a develop 
ing boom than during a recession (unless offset by other factors affecting the 
firm). The drug industry, and our part in it, has been, generally, experiencing 
a “boom” for about 25 years because of the explosive effects of product research 
and population increase. We don’t know how long the former can continue. 
The long-run normal rate averages out these cyclical influences. 


Mr. Cuumeris. Mr. Brush, how do you operate your business; on 
profit of net sales or profit on net worth? 

Mr. Brusu. Sales and profit on the sales is the only basis that we 
can use to properly control the business. I don’t think in our type of 
business that the invested-capital method of appraisal—on a utility 
that may be one thing, or a railroad or a chemical company with huge 
investments, but this kind of business doesn’t have those kinds of in- 


vestments. And certainly, if you are going to use this method, then 
1 


all the costs, including the costs of intangibles, should be considered. 
Senator Kerauver. You said a minute ago that your net profit on 

sales—I take it you meant of drugs—after taxes was 15 percent! 
Mr. Brusu. That is correct, in 1958. 
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Senator Keravuver. In 1958? 
Mr. Brusu. That is right. 
Senator Kerauver. But when you add some of your food products 














































































































































































ny to _— your other items, your overall company figure is down 
ies. F som 
chal Mr. Brusu. That is correct. 
* Senator Kerauver. You say 15 percent. If you take your drug 
>of | operation, that would put you in 14th — among the 500 largest 
‘hat | companies in net profits on sales for your drugs. 
stry r. Brusu. If that were possible, but, of course, that is then mis- 
at F using—you have either got to be in or you have got to be out. I don’t 
like to say this but—— 
ular Senator Keravuver. We are talking about sales—intangibles don’t 
the f affect percentage of sales, do they ? 
for Mr. Brusu. No, but when you are going to refer to these 500 corpo- 
7 rations, I think you have got to take the corporation as a whole. 

Senator Kerauver. We were talking about your drug. The corpo- 

stry. | ration as a whole is about 12 percent? 

r in- Mr. Brusu. That is correct. 

196 Senator Krrauver. All right. 

ip in Mr. Wesster. Mr. Chairman, we have analyzed—we have had these 

charts of Dr. Blair’s rather carefully analyzed—and I would like to 

rate} read a brief statement regarding them. I think it would be of as- 
= sistance to you and to Dr. Blair in connection with any further 
‘may questions. ; 

ected | Senator Keravuver. All right.,: How long is this statement ? 

odue | Mr. Wessrer. It is just a page anda half. 

sume Senator Kerauver. Who prepared this statement ? 

ar Mr. Wessrer. It was prepared by staff people in the American 
firm | Home Products Co. with the assistance of Professor McKie. 

1s the Senator Kerauver. Very well. 

n for: (A subsequent letter from Dr. James W. McKie commenting on 
i _ these charts may be found on p. 10166.) 

Mr. Wessrrer. Two of the charts prepared by Dr. Blair and 
vel of | @xhibited last Thursday and again this morning are open to criticism 
velo» | not only of their interpretation but of their description. 
ag = Senator Krrauver. These charts we have just discussed are by 
earch | Fortune magazine, They are not Dr. Blair’s. 
itinue. — Wesster. Let me continue, may I, and I think that will become 

clear. 
s;on | Senator Keravver. All right. 

Mr. Weester. The charts or tables showing the rate of return on net 
at we | Worth and on sales of the 500 largest manufacturing corporations are 
‘pe of straight forward only so long as they are confined to the leading 500 
tility ranked by size. The original chart showed the 50 most profitable 
huge f “ong the 500, ranked by profits as a percent of invested capital and 
of in- | Stes, including some drug firms among the 50, but Dr. Blair then 

then ded a number of other drug firms not among the largest 500, and 
jered. | dtew the conclusion that drug producers typically have profit rates 
fit on | higher than the 50 most profitable of the 500 largest American manu- 
nt? acturing corporations. 





Senator Kerauver. That is not right. 
Mr. Wesster. If you will just let me—— 
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Senator Krrauver. But you want to be fair about it, don’t you! 

Mr. Wesster. May I just finish, please? 

Senator Keravver. Very well. 

Mr. Wesster. They were given a strong impression that the drug 
producers were being compared with the 50 most profitable American 
corporations. This might be misleading. If the profits of other firms 
are to be compared with. those of the 50, all other firms should be 
eligible for selection, not just drug firms. For all we know, there 
might be 25,000 smaller firms of other kinds which are also more 
profitable than many of the 50 most profitable out of the 500 biggest. 
Inclusion of these in the list along with the smaller drug companies 
would have given quite a different picture. 

Another chart compared the cumulative net earnings of several 
companies over a number of years to the net worth in the beginning 
year of the period. The implication, apparently, was that the firm 
has paid for itself in a certain period of time if profits cumulate to 
more than net worth in the beginning year. This hardly requires dis- 
cussion. Any firm making even a tiny rate of profit would eventually 
illustrate the same effect, since flow measure, like income, continues 
to increase as compared to a fixed measure like beginning net worth. 
The relevant measure is the profit earned in a given year on the 
investment current in that year, not the investment of 10 years ago, 
and, of course, return on investment in 1 year or over any period of 
years does not pay for the enterprise, particularly if it is successful, 
since the concept of net worth at such a time does not consider 
the intangible value of goodwill, patents, and so forth. 


The fact is that if anyone were to try to buy American Home at 
this time, he would have to pay for it in many multiples of its now 
net worth or invested capital. 

Senator Krerauver. Mr. Webster, I am sorry the good = who 


wrote this didn’t examine the matter a little more closely before they 
criticized our exhibits. The charts put up by Dr. Blair did not take 
net worth based upon the company at the beginning of the year. They 
followed exactly the same process as the Federal Trade Commission 
does and the same way that Carter said they did, and I assume a great 
many companies, of taking the net worth at the bezinning of the year 
and at the end of the year and making an average between them. That 
would seem to be the fair way of doing it, rather than waiting until 
the end of the year, then adding what you put back in the business 
and then figuring your net worth on that. 

Mr. Werster. No. 

Senator Keravuver. Because it has been accumulated gradually over 
the years. In January, there won’t be much added, so an average 
would seem to be the right way. 

Those are the figures of the Federal Trade Commission. 

As to the second part of your statement, when we investigate other 
industries for a comparison with the 500 largest manufacturers, we 
will. of course, make these same comparisons, which I think are in- 
portant. 

_ But it was pointed out very, very clearly, for instance, on return on 
investment after taxes, that those are put there for comparison pur 
poses. I see listed Carter Products, Norwich Pharmaceuticals, U.S. 
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Vitamin & Pharmaceutical Co. American Home Products and quite 
a number of others were already on the Fortune list. That was made 
perfectly clear when the matter was presented. fone 

Dr. Buatr. Mr. Chairman, since his name was brought into it, may 
I please ask permission that Professor McKie, for whom I have pro- 
found admiration, be given the opportunity to examine what actually 
was said in the transcript in the course of the presentation of these 
charts, and to submit for the record any alteration or modification that 
he may wish to provide to the statement just presented by American 
Home Products ? 

Senator Krerauver. Very well. 

Mr. Wesster. If he has any modifications to suggest, Mr. Chair- 
man, it will be submitted. 

Senator Keravuver. Very well. 

Mr. Wesster. If he has not any modifications to suggest, you can 
take it that he is satisfied with the statement. 

Senator Keravver. All right. 

(A letter by Professor McKie may be found on p. 10166.) 

Mr. Dixon. Mr. Chairman, one of the charts that was put up was 
explained by Mr. Brush to show the company’s relative position in 
various fields. He explained one part of it on sex hormones. With 
respect to sex hormones, I understand that you have two subsidiaries 
inthe drug field. One is Wyeth and one is Ayerst, is that right? 


Mr. Brusu. Fort Dodge Laboratories, which is in the veterinary 
field. 


Senator Keravuver. Fort Dodge Laboatories in the veterinary 


field. 


You acquired Ayerst back in the 1930’s, I believe? 

Mr. Brusn. No, we bought them in 1943. 

Senator Kerauver. You bought Wyeth in 1931? 

Mr. Brusu. That is correct. 

Senator Keravver. From whom ? 

Mr. Brusu. From Harvard University. 

Senator Kerauver. Go ahead. 

Mr. Dixon. The generic product Equinex is sold under the trade 


hame of zeragonadoctrofin and it is used in female disorders. I am 
sorry. This is backward. 


r. Brusu. So am I. 
Mr. Dixon. I will correct myself. Equinex is Ayerst’s trade riame 


of the generic drug zeragonadoctrofin, which is used in female dis- 
orders. I understand that a bottle of 5,000 units has a fair trade 
minimum price of $10.50. No price is shown in the Blue Book for the 
druggist, but if we were to deduct the 40 percent markup from the 
retail price, the druggist pays about $6.30 a bottle. This is the usual 
way the druggists arrive at their price, isn’t it ? 


Mr. Brusu. Before we proceed on this in the first place, American 


Home has in the ethical drug field close to a thousand items. This 
one is obviously one that none of us know around the table here, and 
before introducing anything in the record on it, I would like to make 
sure it is an Ayerst product. 


Mr. Dixon. Suppose we look at the Blue Book. 
Mr. Brusn. Of course, you understand I am not prepared on this 


particular. 






9292 ADMINISTERED PRICES 


Mr. Wesster. Mr. Chairman—— 

Senator Keravuver. Just a minute, you brought up the matter of the 
hormones. 

Mr. Brusu. I just showed you our share in the market. I am not 
prepared, because I don’t even know the subject matter. 

Senator Keravver. Would you like to ask some of your other peopk 
spent this? You have the head of your medical division here, I . 
ieve. 

Mr. Brusu. He is head of the Wyeth and not of Ayerst. On Ayers 
roducts, they don’t sell tranquilizers so there is no one from Ayers 
ere. 

Mr. Wesster. May I make a suggestion. If Mr. Dixon has a ques- 
tion about this product that he would like to get an answer to which, 
as I understand it, is not one of the tranquilizers concerning which 
Mr, Brush and the others here concentrated their preparation, I will 
see if I can get the answer and send it to him. But we really aren't 
here prepared to talk about sex hormones. This is put up only for 
the purpose of showing the relative position of the American Home 
Products Co. with reference to the five most important products in 
each of the ethical drug fields, because we thought there had beens 
distortion perhaps in the committee’s mind as to where we ranked in 
these various areas. We didn’t talk about the prices of any of thes 
other products. 

Mr. Drxon. Mr. Chairman, I think I can meet that requirement. 
T can either comment now or later. 

Senator Keravuver. Dr. Farrar, you are on the witness stand. Dof 
you know about these acquisitions and purchases? In the first place, 
you brought it out on this chart, and it is in the Blue Book. 

Mr. Drxon. On page 232. 

Senator Keravuver. If you do know about it, it might save your 
coming back again, 

Mr. Wesster. May we see the Blue Book, please? 

Dr. Farrar. Senator, I couldn’t understand what the name of the 
product is, 

Mr. Drxon. Equinex, E-q-u-i-n-e-x, listed on page 232 under Ayers 
Laboratories. 

Mr. Cuumpris. Mr. Chairman, when Smith Kline & French wer 
here, when the questions outside of the scope of tranquilizers wer 
brought up, they stated that they were not prepared for it. I think 
the subcommittee agreed to send a letter to them and they would loo 
at it and return a reply. 

Senator Keravuver. I don’t know whether they are prepared for! 
or not. Dr. Farrar is looking at it. They brought in the matter o 
sex harmones, and if Dr. Farrar can give us the information aboil 
it-— - 

Mr. Werster. Mr. Chairman, we did not—— 

Senator Kuravver. If he can’t give us the information, we will # 
where we are. bail f 

Mr. Weester. Mr. Chairman, we brought it in only in the sense ot 
showing our position in the ethical drug field. We did not seek nd 
are we prepared to produce here any information regarding prices! 
that field. 

Senator Kreravver. Let’s hear Dr. Farrar. 
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You have examined the Blue Book here. 

Dr. Farrar. Senator, I am not familiar with that product. The 
trade name is not familiar to me and there has not been sufficient in- 
formation in the Blue Book to identify the composition. 

Senator Keravuver. Very well. Who is the head of Ayerst Labora- 
tories, or who would know about the matter ? 

Mr. Brusu. Mr. O’Connor. 

Senator Kerauver. Where is Mr. O’Connor ? 

“~ Brusu. He could be in New York or Canada, I am not sure 
whic 

Senator Keravver. I think if these gentlemen are not familiar with 
the matter we wish to discuss, we can tell them about the matter we 
want to talk about now or we can ask Mr. O’Connor to come down 
here and give us the information. 

Mr. Wernsrer. I would like to repeat my suggestion that if Mr. 
Dixon has a question on this subject that he would like to address to 
anybody in the Wyeth or American Home Products organization, I 
would be glad to see if we can get an answer to it. 
| Senator Keravver. I think we ought to list the drugs and where 
they come from. We will have Mr. O’Connor come down sometime 
to talk about them if you are not in a position to do so now. 

What are the drugs, Mr. Dixon ? 

Mr. Drxon. I mentioned Equinex by Ayerst, and I mentioned the 
price that is in the Blue Book, $10.50. 

Senator Keravver. Let’s just list the drugs. 

Mr. Dixon. You don’t want me to list any of the other information ? 
I think it would be very helpful if I list the purpose of this so that 
the witness can prepare himself when he comes or he can write or 
do what he wants, because I think it has a very definite bearing upon 
what we are talking about here, relating to prices. 

Mr. Wesster. Perhaps if you could give usa copy of the paper from 
which you are reading you would save yourself—— 

Mr. Dixon. I will read it, sir. 

Senator Krrauver. Mr. Dixon, we asked these witnesses to come 
down to talk about tranquilizers. They brought in the matter of 
hormones. But if these gentlemen don’t have detailed information 
about it, we will have to get the man down who does or write him a 
letter so that he can come and talk about it. 

Is there anything else? While we are on that question, we had 
Carter here yesterday and asked how you and Carter bid identically 
o meprobamate to the Government and to the Veterans’ Administra- 
tion on apparently secret competitive bids. Each time you were the 
sume, except one time when, I believe, you were 25 or 30 cents lower. 

Our information was that you paid Carter $10 a pound plus a 
royalty, I believe. They get so much money from you that they get 
thir meprobamate free, plus over $1 million. I would think they 
would be able to bid lower than you and you would be bidding 
Phigher. How do you get your prices exactly the same down to a 

thousandth of a cent when neither one of you know what the o' her 
iS is going to bid ? 

r. Brusu. That is quite simple, Senator. 

Senator Keravuver. I would like to know just what you have to say 

about it. 
35621—60—pt. 16 —27 
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Mr. Brusu. This is one of the things I was hoping that this com- 
mittee might be able to give us some guidance in, because we must 
admit we are lost on this parallel pricing, especially when it has ap- 
parently become of great concern to the Government. We have just 
gone through a most harrowing experience with the Department of 
Justice in the polio vaccine situation where we were unjustly 
charged 

Senator Kerauver. You were involved in the Salk vaccine case? 

Mr. Brusu. That is right, at a cost of many hundreds of thousands 
of dollars; when the Government finally presented its case the judge 
didn’t think enough of that to even permit it to go to the jury. One 
of the major questions there was parallel pricing. 

I am a man that comes from down where we talk in small figures, 
and I like to think of a thing in small figures. 

Now, I knew a friend that decided to open a gas station across the 
street. from an established gas station, and the day he opened the fel- 
low across the street was selling gasoline for 23 cents a gallon, and 
this chap had a chance of pricing his gasoline at 23 cents a gallon 
or he could price it at 24 cents a gallon or he could price it at 19, 22, 
or anything. 

So he elected to price it at 24 cents a gallon, and promptly did no 
business. So he decided he would reduce it to 22 cents a gallon. Then 
he did some business, but the fellow across the street reduced his to 
21 cents a gallon, and after these two boys had done this for about 
6 months, they finally decided that the price of gasoline was 23 cents 
a gallon. 

We are kind of in the same position; we put out a price list and in 
the pricelist we specify what we are going to sell our goods for to all 
classes of trade. 

Originally we put out our price to the military service of $2.50 for 
50 tablets. Subsequently, they asked them for 500’s, in bottles of 
500. So we did what we usually do in those cases. We put it in 500's 
and we deducted 10 percent, tnd this is the way we arrived at the 
mysterious $22.50 price, and we had listed that as our price to Cover»- 
ment agencies. 

Senator Kerauver. Had you listed it? Do you have a list ? 

Mr. Brusu. Yes, sir. 

Senator Keravver. Will you file one with us? 

Mr. Brusn. Yes, sir. 

(The document requested may be found in the files of the subcom- 
mittee. ) 

Senator Keravuver. And you make no deviation from it ? 

Mr. Brusu. Well, we may make a deviation from it, but we puta 
new catalog out when we do. 

Senator Krrauver. I would think that your company or one of the 
others would be so anxious to get the business on a secret. bid—— 

Mr. Brusu. I would like to comment about this secret bid, Senator. 
It isn’t a secret bid. This isn’t the way this thing works out in ac- 
tual practice. What happened—most of these prices are reviewed 
and we are given opportunities to lower our price, and it isn’t with all 
this secrecy. It isn’t some morning we go in and we file a price 
and the Government fellow says, “Take it away.” What he does— 
he calls up and he says, “You are 10 cents high. Do you want to cul 
down and take the order?” 
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Senator Keracver. Has that happened on meprobamate ? 

Mr. Brusu. Yes; it has. 

Senator Kerauver. When? 

Mr. Brus. Well, it happens every time. This is how we got into 
this famous draw. He sent for us and asked us to cut our price, and 
we didn’t feel we could, and that is how they eventually got into the 
draw. But what I am trying to say is it isn’t a secret in the sense that 
you make one bid and you never have a chance to change your bid. 

Senator Keravuver. They have two types; negotiated and competi- 
tive. 

Mr. Brusn. That’s right, but this one that you are talking about, 
we still have a chance to negotiate if we want to. 

Senator Keravuver. File with the committee the times when you bid 
higher and then the Government wanted to see if you would get your 
price down on meprobamate, which is what we have been discussing. 

Mr. Brusn. They ask us every time. 

Senator Kerauver. You mean you bid higher every time? 

Mr. Brusu. No; no. We bid our published price, and they wanted 
ws to change our published price, but we haven’t done it. 

Senator Kreravver. You mean they want both of you to get your 
price down ? 

Mr. Brusu. That’s right. 

Senator Kerauver. And you won’t do it? 

Mr. Brusu. Well, we have done it. Our price has gone from $25 
to—the last one we put in was $19.85. 

Now, that price of $19.85, it happened that we were in at $20.25, and 
the Government fellow said, “Well, why don’t you reduce the cash 
discount because then we won’t have to earn it and it will be, in our 
sight, a price reduction?” So, we did what he suggested. 

Senator Krerauver. There is no difference in the net and the 

Mr. Brusu. He apparently thought there was a difference. 

Senator Kreravver. I don’t think anybody would. You are a certi- 
fed public accountant. There is no difference between the net and 
the other price less the 2 percent discount. 

Mr. Brusu. Except that one you have to earn the discount and the 
other you don’t have to earn it. 

Senator Kerauver. When you have to pay your bills to the Gov- 
ernment——— 

Mr. Brusu. Sometimes they are not too prompt in that, either. 

_ Senator Keravuver. I would doubt that the Government is not tak- 
ing advantage of 2-percent discounts. 

r. BrusH. I was going to explain. You asked how we got identi- 
cal bids. Mr. Hoyt filed with the General Services Administration a 
op of $2.25 for 50, which he had had at $2.50. So, when we put this: 

id in, we anticipated that he would cut his price. So we cut ours by 
the 25 cents. 

Senator Keravuver. How did you anticipate that ? 

Mr. Brusu. Well, because the General Services Administration put 
this circular out, and we got a copy of it. They circularize all their 
agencies. 

Senator Kerauver. I thought you said you put it in at $2.50. 

Mr. Brusu. That was original. 
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Senator Kerauver. Then you anticipated that they would reduce 
it to $2.25. 

Mr. Brusu. No; then he put in this General Services Administra- 
tion catalog $2.25 for 50. In other words, he had cut it by the 25 
cents, so that then when we made our next bid, instead of bidding at 
$22.50 we took off $2.25. So that is how we got to the $20.25. 

Senator Kzravuver. You mean to meet what you thought he was 
going to do? 

Mr. Brusu. That’s right. 

Senator Keravver. What you are talking about is where they are 
negotiated ? 

Mr. Brousn. No; no. 

Senator Kreravver. Here is one bid where they advertised, and you 
have identical prices then. 

Mr. Brusu. Is this the military medical supply? What date? 

Mr. Drxon. January 1, 1958, on contract No. N2051. 

Mr. Brus. How many bottles? 

Mr. Drxon. 18,680. 

§ oe Brusu. That’s right, and it was for $307,000, or went for 
307,800. 

Senator Keravver. You both bid $307 3800? 

Mr. Brusu. That’s right. We both bid $22.50, which was our pub- 
lished price. 

_ Senator Kuravver. That is advertising where there is no negotia- 
tion. 

Mr. BrusH. We had an opportunity to negotiate, if we had wanted 
to. 

Senator Krravuver. Even after the advertising? 

Mr. Brus. Yes, sir. Of course, there were only two bidders. 

Senator Keravuver. You bid the same price. 

Mr. Brusn. We bid our published price. 

Senator Keravuver. That is a big item, $307,800, isn’t it? Why 
don’t you bid under your public price—on a big item? 

Mr. Brusu. Senator, if we had started bidding under, I don’t know 
where the price would be now, because what would we have done 
when eight times later we were bidding again. Would we still keep 
cutting ¢ 

Senator Keravver. If you bid under, do you think that Carter 
would have bid under, also? 

Mr. Brus. I am sure they would have. 

Senator Kreravuver. How would they have known that you were bid- 
ding under # 

Mr. Brus. Because the Government fellow sends for them. They 
both sit at the table. 

Senator Kreravuver. On advertised bids? 

Mr. Brusn. Why, certainly. 

Senator Krravver. We will take that up. That is not my under- 
standing of advertised bids. 

Mr. Brusu. This is the way it happens. 
Senator Keravuver. They advertise, and if you bid under somebody 
else, you are supposed to get the business. You don’t think it hap- 
pens that way. We will see if it does. I always understood that, 
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when they advertise, the fellow who advertises the lowest price, if he 
is an efficient manufacturer and has the same product, is the one that 
gets the bid. : 

Mr. Brusu. Parallel pricing is a great problem, and we certainly 
would love to get some a 

Senator Keravver. The thing here is this: I can’t understand why 
you and Carter both offered the same bid on a small item of $5,000 
and then you both had the same bid on a sale of $307,000. It would 
just look to me like on a very nes 9 bid like that there ought to be 
gome competition in the interest of economy for the Government. 

Mr. Brusu. Well, that could be a very fine theory, but in our po- 
sition I think we have conducted ourselves very well. 

Senator Krerauver. Maybe you think so, but ordinarily—— 

Mr. Brusu. We are 39 percent lower than our price to the retail 
pharmacist. 

Senator Kerauver. You mean the wholesale price to the retail 
pharmacist ? 

Mr. Brusu. That is right. 

Senator Keravuver. But you sell to wholesalers? 

Mr. Brusu. That’s right. 

Senator Kerauver. How much are you below that price? 

Mr. Brusn. That would be about 20 percent. 

Senator Kerauver. You don’t sell to any wholesaler at $307,000 in 
one lot, do you ? 

Mr. Brusu. Some of them buy some pretty big sums, like McKesson 
houses would buy in that range. 

Senator Keravuver. Here is another bid, $882,000, at the same price 
that you charged for 121,000. 

Mr. Brusu. Well, the McKesson’s purchases would be more than 
the military supply has bought from us. 

Senator Keravver. What do you sell to them on ? 

Mr. Brusu. Regular wholesale terms; 20 percent off. 

Senator Keravver. You mean no discount on large prices? 

Mr. Brusu. No, sir. 

Senator Krravuver. That is a revelation about the size of these 
prices, 

Mr. Brusu. We are very anxious to get some leadership and some 
suggestions on this parallel pricing, because we have been deviled with 
lawsuits and all kinds of problems. I would like to have the — 
tunity of getting some concrete suggestions as to what we would do. 

Senator Keravver. Wouldn’t cutting your price be a little leader- 


¢ 

Mr, Brusu. If you can tell me where that is going to lead us; yes. 

Senator Keravver. It will lead you to probably getting more busi- 
hess, and I don’t think an or is going to—— 

Mr. Brusu. dannonall , if I have more profits I am going to be 
criticized, and therefore my leadership—as I say, I am frankly con- 
fused. Ineed help. 
| Senator Kerauver. Then reduce prices on bulk sales. You say you 
need help, and so does the Government and so does the public. 

Mr. Brusu. And I would certainly like to have some way that I 
could see some light. 
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Senator Kmrauver. Why don’t you try, next time you bid to the 
Government, to do like Henry Ford. He lowered his prices and he 
was very successful. 

Mr. Brusu. Of course, we have been trying that, but we find Hoyt 
right on our back. He follows our prices down. 

Senator Knrauver. You find who? 

Mr. Brusu. Mr. Hoyt, of Carter products. We have gone down 39 
percent and we haven't shaken him loose yet. And, remember, we are 
on the unhappy side of that. Our costs are 15 percent higher than 
Mr. Hoyt’s. 

Senator Kerauver. You are talking about what the wholesaler sells 
to the retailer. You sell to the Government for about 20 percent less, 

Mr. Brusu. That's right. 

Senator Kerauver. You never have reduced your prices on Miltown 
and Equanil. 

Mr. Brusn. If you would like the story, we started out with a higher 
price than Miltown actually, and we tried to do it for 6 months and 
found the trade very unhappy, so in 1956 we reduced our price to 
the same pricesas Miltown. Our initial sales were 

Senator Kerauver. And you have kept it there ever since? 

Mr. Brusn. That’s right. Our initial sales were at a price about 
4 percent higher than Miltown. 

Mr. Dixon. Mr. Chairman, I would like to have Mr. Brush’s com- 
ment on exhibit 108 that was put into this record on Friday, January 
22. ‘This, Mr. Brush, is a letter. 

Mr. Werster. Give us a minute to find it. 

Mr. Drxon. It is from the chairman of the Committee on Informa- 
tion, National Association of Science Writers, Inc., addressed to the 
editor of the Journal of the American Medical Association in, I be- 
lieve, mid-1955. 

Mr. WessTErR. What is that exhibit, now ? 

Mr. Dixon. Exhibit 108. The letter reads as follows: 


From time to time members of the medical profession voice complaints regar¢- 
ing “premature publicity” about the developments in the field of medicine. 
These complaints generally are directed at newspapermen and others employed 
by lay communications mediums. A full examination of the facts would reveal 
that such criticism is usually groundless. However, it is unfortunately true that 
some instances of premature publicity do occur now and then, although the Na- 
tional Association of Science Writers feels that it is achieving considerable suc 
cess in its persistent efforts to reduce their incidence. In line with this, the 
NASW wishes to deplore publicly the indefensible methods employed by a certail 
pharmaceutical firm in connection with the announcement of a new ataraxi¢ 
drug on February 20, 1956. Early in February telegrams were sent on behalf 
of this firm to a number of science writers in the United States which said in 
part “By special arrangements with the chief of staff and the chief psychiatrist 
of the (name of hospital and city) you are invited to attend a staff meeting o 
the results of the hospital’s clinical work with a new potent ataractic drug 
known as * * *. The date is February 16, 1:30 p.m. sharp, in the medical andi- 
torium of the main hospital building. This is a regular staff meeting to which 
will be invited physicians from the medical schools of * * * and * * *, Phys 
icians at the hospital have done extensive clinical work with the drug and find 
it most promising.- We thought you would be interested in this significant devel- 
opment in the field of chemopsychotherapy and particularly in the clinical studies 
underway at the hospital. Transportation incidents and lunch will be provided 
by our friends at (name of drug house). Luncheon will be served at the hotel 


* * * ot 11:30 a.m. sharp. Limousines will leave the hotel at 12:45 p.m, for 
the hospital.” 
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On February 16, a press release was issued on behalf of this drug house. 
Dated for use February 20, it was 758 words long and began thus: 

“A new drug which calms and controls acutely agitated mental patients, al- 
coholics, and drug addicts and facilitates their physical and psychiatric rehabili- 
tation was disclosed here today at a medical staff conference of the * * * Hos- 
pital The new drug differs from others in use in that the calming of patients 
isnot masked with depression. Little or no fall in the patient’s blood pressure 
has been observed. Vasomotor collapse (precipitous drop in blood pressure) has 
not occurred nor has the drug produced tachycardia (excessive rapidity in action 
of heart). There is no evidence of intolerance to intramuscular nor intra- 
yenous administration of the drug, no pain on injection and no tissue destruc- 
tion at the site of the injection. Jaundice and agranulocytosis attributable to 
some drugs in the field of chemopsychotherapy has not been observed thus far 
after administration of the new drug.” 

Meanwhile, the pharmaceutical house itself was sending confidential letters 
bearing the name of the firm’s president to the profession, which most physi- 
dans received on or about February 11. These letters stated in part: “Dear 
Doctor: You may have read or may be reading in your newspaper about a potent 
new ataractic drug called * * * it is almost impossible to control publicity on 
an important new scientific achievement. Busy reporters are finding out about 
*** in locations where it is being clinically investigated * * *. Because we 
want you to know about * * * from us, and not from the newspaper, I am writ- 
ing you this letter to give you the gist of the preliminary findings. Prerelease 
publicity is unfortunate because we are not quite ready to make * * * avail- 
able.” 

The NASW feels that such duplicity cannot be condoned. It has no place in 
medicine or in medical journalism. 


This letter was brought to our attention by Mr. Mike Gorman. The 
company is the American Home Products Co. and the product was 
Sparine. Is that correct, sir? 

Mr. Brusu. That is correct. 

Mr. Dixon. What comment do you have to make about it ? 

Mr. Brusu. We made two serious errors. We have apologized for 
them, and to the best of my knowledge we have set up a system so that 
it won’t happen again, and I believe the science writers have accepted 
our apology and to the best of my knowledge the matter is closed. 

Mr. Krrrrre. Mr. Chairman, I would like to ask one question. 
—* Kerauver. Don’t you think we ought to recess and come 

ac 

Mr. Werster. Mr. Chairman, just one remark. I wouldn’t want 
Mr. Dixon to go off to lunch with an unsatisfied curiosity about Equi- 
nex when I have the information for him. The fact is I am now in- 
formed that that is an Ayerst product of which the gross sales amount 
to $15,000 a year. That is all we have been able to find out. 

Senator Krravver. Read what you have about it, Mr. Dixon. 

_ Mr. Dixon. It appears from the Blue Book that the fair trade price 
is $10.50. If we, as I said, deducted the regular 40 percent markup 
from that: price, the druggist would pay about $6.30 per bottle. 

I understand this is an injectible. I understand also that Ameri- 
can Home buys this material in bulk. In 1958 it purchased 16 million 
units from the Laboratorio Endocrinico, Buenos Aires, Argentina, at 
$178 per million units. The druggists pay at the rate of $1,260 per 
million units. How do you explain this markup of 608 percent ? 

Mr. Wensrer. We will find out what the facts are and inform you. 
_ Mr. Brus. I can assure you, Mr. Dixon, if we sell $15,000 of that 
tem, no matter what the price is, we are in the red if you allocate 
the charges against it. 
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Senator Keravver. It sounds like that was quite a large increas, 

Mr. Brusu. That is one of these things that they talk about like 
penicillin. You talk in the billions of units. It is a most incon 
sequential item. I never heard of it. 

Mr. Wesster. Mr. Chairman, may I, again, ask the chairman and 
the members of the committee to accept this economic analysis that 
I presented yesterday and give it an exhibit number? 

Senator Kerauver. We have given it an exhibit number and, as] 
said, the text will be printed and the charts that have to do with tran 

uilizers will be included. I want to examine the others and discus 
the matter as to whether they should be included also. It is ver 
voluminous and we don’t want to get hormones mixed up with other 
types of drugs. Anyway, we will go through it. I haven’t hada 
chance to go through all of it yet. 

(The material referred to, exhibit No. 198, may be found on p. 9939, 

Mr. Drxon. This hasty examination that has been made by th 
staff, Mr. Chairman, discloses that it includes a number of charts 
There is no supporting data for any of those charts. Will you furnish 
us with all of that supporting data? 

Mr. Wesster. Yes. As I said yesterday, this report was preparel 


by Professor McKie. This is information obtained from official of 


authoritative, recognized authoritative sources, and upon data sup- 
plied to him by the company, and I would like also to add in this con- 
eee that Mr. McKie was retained by me, and by my firm for work 
on this. 

Senator Krrauver. We have a high regard for Mr. McKie. Ié 
him send us his sources of information and the data on which this was 
based. In any event we will include the text and everything that has 
to do with tranquilizers and we will examine the rest of the material 

Mr. Kirrrie. I have a question on this point before we leave it. 
On the question of bids to the Government, you don’t meet with Car- 


ter, before you put in a bid, to discuss prices with them. Is that right!) 


Mr. Brusu. No; we do not. 


Mr. Kirrrre. So you really don’t have the inside story as to whit 


Carter is planning to bid ? 

Mr. Brusu. We certainly do not. 

Mr. Kirrere. If that is so, then what you said here about the way 
the Government manages these bids is of great concern to me, ant 
T am sure it would be to Senator Wiley. What you are saying, in fac, 
is that you are getting the inside story as to what Carter is biddin 
from the Government itself. 

Apparently, in giving a bid to the Government, you can’t possibly 
lose. You go to the Government and make a bid. Consequently y" 
are told by the Government how much the other company bid, and if 
you still want it you can underbid them. 

Now, isn’t it true that if the advertised bids are handled this waj, 
the Government is really not giving you much of a motivation to ct 
prices as low as possible in making a bid, because if you haven't a 
them down enough, you still can come back and bid less at a later time! 

Mr. Brusu. Well, I don’t know what the facts would be if our bil 
was less than Carter’s. But where they are identical bids, they call 
in individually and ask that we reduce the prices, because we well 
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into this big one and the Carter man was waiting in the reception room 
togo in and see the chap. 
r. Krrrrre. Would you say that the whole purpose of the adver- 

tised bid is defeated by this practice ? 

Mr. Brusu. It certainly has a problem. As I say, I am confused. 

Mr. Kirrrre. Thank you very much. 

Senator Kerauver. We will stand in recess until 2:30. 

(Whereupon, at 12:50 p.m., the committee recessed, to reconvene at 
2:30 p.m., the same day.) 


AFTERNOON SESSION 


(At the reconvening of the session, the following member is present : 
Senator Kefauver.) 

Senator Kerauver. The committee will come to order. 

Mr. Brush, I believe you said that the cost of manufacturing your 
ethical drug products was 27.3 percent. 

Mr. Brusu. That is correct. 

Senator Kerauver. Then to that you added a number of other costs, 

Mr. Brusu. That is correct. 

Senator Keravver. That is for all ethical products, not just tran- 
| quilizers? 

Mr. Brusu. That is right. 

Senator Kerauver. We have been talking particularly about Mil- 
town, Equanil and Sparine. Can you break down your cost of pro- 
| ducing either one of those? 

Mr. Brusu. I think you have done an excellent job on Equanil. 

Senator Kerauver. As taken apart from the rest of your drugs. 

Mr. Brusu. I think the figures that Dr. Blair worked out on Equa- 
nil are approximately correct. 

Senator Keravuver. You mean of—— 

' Mr. Brusu. It costs approximately 75 cents a bottle or whatever 
‘) that figure is that he had. 

' Mr. Cuumeris. Are you referring to this chart? 

' Mr. Brusu. No, the chart that he prepared on Miltown, remember, 
| where he showed the Miltown on 0.007 and ours is 0.015 something. 
We are about double. 

Senator Krravver. In producing a tablet of Miltown, your cost, 
according to Dr. Blair, is 1.6 cents per tablet. Carter’s was 0.7 of a 
cent. That is what you referred to. 

Mr. Brusn. That is correct, sir. 

Senator Kerauver. And you think that is about right? 

Mr. Brusn. That is approximately correct. 

Senator Keravuver. So they start out with an eighth of a cent ad- 
vantage over you? 

Mr. Brusu. They have almost a full cent advantage, nine-tenths of 
a cent, 

Senator Keravuver. Nine-tenths of a cent? 

Mr. Brusu. That’s right. 

Mr. Werster. Is that exhibit 157? 

Senator Keravver. I have it here—seven-tenths of a cent for Carter, 
Wyeth 1.5 cents, a difference of eight-tenths of a cent. 

r. Brus. This is the document that I have. 
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“Senator Keravver. It is eight-tenths or nine-tenths of a cent. 

Dr. Buatr. Mr. Chairman, I think I ought to make a point there, 
After presenting that table, it was found that night that there was 
an error amounting to one-tenth of a cent in the column for Equanil, 
and we have made up the revised table accordingly, which is the one 
included in the transcript. 

Senator Krrauver. Whether it is eight-tenths of a cent or nine- 
tenths of a cent, you sell Equanil for 5.2 cents, That is what it is sold 
to the druggist for. 

Mr. Brusu. 5.1. We would agree with Mr. Hoyt, because we allow 
a cash discount. 

Senator Kerauver. You allow the same cash discount the other 
company does? 

Mr. Brusn. That’s right. 

Senator Keravver. Is your cost of producing and manufacturing 
Equanil as high as 27.3 or would it figure out lower than that? 

Mr. Brusn. On Equanil ? 

Senator Keravuver. Yes. 

Mr. Brusn. We net about $2.84 on the sale of Equanil in bottles 
of 50. 

Senator Keravuver. On a bottle of 100? 

Mr. Brusu. No, on a bottle of 50’s. 

Senator Kerauver. On a bottle of 50. 

Mr. Brusu. That is our net take if you average it out in all 
categories. 

Senator Kmravver. That would be per tablet. 

Mr. Brusn. At 51% cents. 

Senator Keravver. At 514 cents. 

Mr. Brusu. And one, so that is roughly 28 or 29 percent factory 
cost. 

Senator Kerauver. Of your cost of production, of 27.3 percent not 
taking into consideration sales, taxes, research, and other costs, what 
part of that 27.3 percent would represent the raw material that you 
purchase for Equanil ? 

Mr. Brusu. Well, I think the figure that Dr. Blair is working out 
here is approximately correct ; 8.82. 

Senator Krrauver. 8.82 represents the cost of the raw product ? 

Mr. Brusu. That’s right; with the wastage it come to nine-tenths 
of a cent a tablet; that is correct. 

Senator Keravuver. You think that this is accurately stated on Dr. 
Blair’s table? 

Mr. Brusn. Yes; I think it is approximately correct. 

Senator Krrauver. Suppose we refer now to Sparine. How does 
it work out on Sparine? Vou pay 214 percent royalty? 

Mr. Brousn. That’s right. 

Senator Krravver. To Rhone-Poulenc? 

Mr. Brusu. I would think it was slightly lower. I haven’t those 
figures. 

Senator Keravver. Sir? 

Mr. Brusu. I say I haven’t those figures. I would think it was 
slightly lower. 

Senator Kerauver. In the case of Miltown, you pay $10 a pound. 

Mr. Brus. Yes, sir. 
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Senator Keravver. Plus a 5 percent royalty ? 

Mr. Brusu. Yes, sir. 

Senator Keravuver. And in the case of Sparine, all you pay is a 
21-percent royalty ¢ 

Mr. Brusu. That’s right; so we save on that. 

Senator Keravuver. It would be considerably less on that basis. 

Mr. Brusu. That’s right. : 

Senator Krerauver. Would you say that 8.82 percent on Mil- 
era 

Mr. Brust. It would be a pure guess, but it would be in that gen- 
eral neighborhood. 

Senator Kerauver. It would be considerably lower in the case of 
Sparine? 

Mr. Brusu. The royalty would be lower. 

Senator Kerauver. You manufacture Sparine? 

Mr. Brusu. That is correct. 

Senator Keravuver. All you pay is a 2.5-percent royalty ? 

Mr. Brusn. That’s right. 

Senator Kerauver. That is flat? 

Mr. Brusu. Flat 2.5 percent on our sales. 

Senator Krerauver. When you manufacture meprobamate, you pay 
more than double what Carter has to pay ? 

Mr. Brusu. That is correct. 

Senuator Kerauver. To have it manufactured ? 

Mr. Brusn. That is correct. 

Senator Krravuver. Plus a higher royalty ? 

Mr. Brusn. We pay a higher royalty; yes. 

Senator Kerauver. Five percent ? 

Mr. Brusu. That is correct. . 

Senator Kerauver. Will you proceed, Mr. Dixon? 

Mr. Dixon. Mr. Chairman, Dr. Blair has one chart to explain. Mr. 
Brush has apparently anticipated the chart, because he has made 
mention of the accumulation of profit. 

Dr. Blair, that chart has already been made a part of the record. 

Mr. Brush, you have seen this in the record, so you are familiar 
with it. 

(The chart referred to, exhibit 96, may be found on p. 8951.) 

Mr. Brusu. Yes, but I don’t agree with it. 

Mr. Drxon. We can understand that. 

Mr. Brusu. I want to add to that net worth of January 1, 1949, 
$42 million. 

Dr. Buatr. Which represents your evaluation of intangibles. 

Mr. Brusu. Not my evaluation, sir; what we paid for intangibles, 
Which is entirely different, nothing to do with our evaluation. 

Dr. Buarr. Mr. Chairman, we, of course, are dealing with many 
corporations and different industries and have to use some more or 
less standard method of accounting. Aside from the technical differ- 
ence relating to the time periods in which it is taken, the method we 
have used here is that followed by business organizations and Gov- 
ernment agencies as the standard method of computing net worth, It 
18 the method used by Fortune magazine and by the Federal Trade 

ommission and the Securities and Exchange Commission. 
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a BrusH. As an accountant, I would like to protest that con- 
clusion. 

Senator Keravver. I must apologize to all of you, but there is a 
live quorum on the floor of the Senate. I will have to recess for about 
10 minutes to give me a chance to answer. 

Short recess.) 

Senator Keravver. All right; let’s proceed. 

Mr. Dixon, you have American Home’s balance sheet of 1958? 

Mr. Drxon. I asked for it and it was furnished to me. I would like 
to ask Mr. Brush questions about these intangible assets that he talked 
about. We are to believe your balance sheet? In other words, we 
can take this as authentic, can we, Mr. Brush? 

Mr. Brusu. It depends what use you want to make of it. 

Mr. Drxon. I ask you to turn to page 18. 

Mr. Brusu. Yes, sir. 

Mr. Dixon. That shows your consolidated balance sheet, December 
31, 1958 and 1957. 

Mr. Brusu. Yes, sir. 

Mr. Drxon. Near the bottom there is a figure: 


Goodwill, trademarks, formulas, patents, so forth, note No. 26, $6,990,078, 
in 1958. 


You listed that in 1958 as an intangible, did you not? That is an 
asset ? 


Mr. Brusu. That is right. 

Mr. Drxon. And they are intangibles? 

Mr. Brusu. Yes. 

Mr. Drxon. Note No. 2 is found on page 22, and I read that note: 


Intangible assets, at December 31, 1958, include the cost, $6,419,174, of goodwill, 
trademarks, formulas, and so forth, acquired since January 1, 1954. Similar 
items acquired prior to January 1, 1954, written down to $1 by charges in prior 
years against retained earnings and capital surplus, and $570,903 for patents 


and patent rights acquired since January 1, 1950, which are stated at cost less 


amortization. . 


When you wrote those things off your balance sheet, as is indicated 
by that note, who required you to do it—Internal Revenue, SEC, the 
State where you are incorporated, or the stock exchange? Who caused 
you to write them off? 

Mr. Brusu. Well, it isn’t quite that way, sir. The accountants, 
Lybrand & Ross Bros., felt that the figure that we had was not a 
representative figure of goodwill, and they recommended that it be 
written off, and the SEC subscribed ; we reported what we were doing 
and they approved of it. 

Mr. Dixon. In other words, your accountants in evaluating your 
assets, with SEC’s apelorn’ figured they ought to be written off, and 
they were written off, were they not ? 

Mr. Brusu. The reason: they said it was undervalued. If we were 
going to show any value, we should show the real value and not what 
we paid for them. 

Mr. Dixon. But they were written off ? 

Mr. Brusu. Yes, sir. 

Mr. Drxon. Therefore, the figure that we took whea we figured 
your net worth is a figure that includes $6,990,078 worth of intangible 
assets as of that date? 
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Mr. Brusu. Yes, sir. 


Senator Keravver. All right; I think we understand one another. 
What the accountants and the SEC thought should survive has been 
included in that. 

Mr. Brusu. Oh, no; I don’t agree to that. 

Senator Keravver. I thought that is what you said. 

Mr. Brusn. No, I said since then they haven’t agreed on any 
method how to dispose of goodwill, and it is now before the American 
Institute of Accountants; it is quite matter of controversy, and until 
that is straightened out we are blocked. We would like to have it 
all written down to $1. 

Mr. Drxon. I imagine if Fortune magazine tried to figure out for 
every one of the 500 corporations what they thought their goodwill 
was worth, it would be quite a chore, wouldn’t it ? 

Mr. Brusu. That is, of course, one of the things that we think the 
listing in Fortune was unfortunate; that they didn’t at least ask us to 
review their findings before the published them. 

Mr. Drxon. I imagine they did just what we have done. We have 
taken your figures, as you published them, at face value, what you 
think you are worth. 

Mr. Brusu. But we don’t say this is our investment. We say this 
is our capital. When you want to call it invested capital and use it 
as a means to figure earnings on, I think you are in a different zone. 

Senator KrrAvver. This is what you list as your net worth, 

Mr. Brusn. On the balance sheet, we call it. 

Senator Krravuver. That is what the chart of the FTC is based 
upon. 

Mr, Brusu. All I ask is that you put a note that we claim we have 
$42 million worth of intangibles that should be included. 

Senator Keravver. But that you didn’t include? 

Mr, Brusu. Well, that we own. 

Senator Kerauver. Go ahead, Dr. Blair. Let’s move on as quick as 
we can. 

Dr. Buatr. Mr. Chairman, it must be understood that the figures 
that I am now going to talk about with respect to the net worth of 
American Home Products do not include this $42 million worth of 
intangibles which Mr. Brush holds should properly be included in 
their investment. The question of whether or not it should be er. 
ly included and, if so, to what extent, is, as Mr. Brush said, a 
controversial issue before the American Institute of Accountants it- 
self. These figures, as Mr. Dixon and the chairman have pointed out, 
are simply based upon a statements of your net worth. 
The figure shown in the black part of the lower panel of the chart 
for the net worth of American Home Products Corp. on January 1, 
1949, is $54.2 million. a 

The purpose of this chart, like the purpose of similar charts which 

ve been presented on other companies, is to compare against that 
net worth the accumulated earnings of the company after taxes. 
Among other things, it indicates the number of a ee 
in order to accumulate enough profits after taxes to be roughly the 
equivalent of the net worth as of the beginning of the period. 

































































































































9306 ADMINISTERED PRICES 


This doesn’t mean necessarily, that the profits have been accumu- 
lated within the corporation or reinvested in it. They can be paid 
out as dividends or they could have been reinvested within the corpo- 
ration. American Home Product's net earnings for 1949 through 1953 
on an accumulated basis, totaled $54.9 million, or roughly the same as 
the net worth in January of 1949, excluding these intangibles that 
Mr. Brush has mentioned. 

Thereafter, it will be seen that the annual profits have risen very 
rapidly, part of which is, of course, undoubtedly traceable to the in- 
troduction of these tranquilizers. 

The actual earnings in the year 1954 are $16.2 million; in 1955, $20.5 
million; in 1956, $31.2 million; in 1957, $38.6 million; in 1958, $42.4 
million; and for this year our estimate based on the showings for the 
first three quarters, $47.3 million. 

On an accumulated basis, the earnings from 1949 to 1959, an 11-year 
period, would have totaled $251.2 million, which compares to the $54 
million, net worth, excluding the intangibles, or, if the intangibles were 
included, it would compare to a figure of, roughly, $96 million. So, 
even including the intangibles, the comparison is roughly of the mag- 
nitude of $100 million net worth to $251 million in accumulated 
earnings. 

Mr. Brusu. Dr. Blair, if you took that top million off you would 
be a little closer on the last year’s estimate. 

Dr. Buatr. I will be perfectly happy if all my other forecasts can 
come within that degree of accuracy. 

Senator Kerauver. How long Lisi it take them to earn enough 
money, if the profits are retained, to pay for the company? 

Dr. Biatr. Excluding the intangibles, aia it would have been 
by 1953, which would have been 1949, 1950, 1951, 1952, and 1953; 5 
years, 

" Senator Kerauver. Are there any other charts? 

Mr. Dixon. That is all, Mr..Chairman. 

To be consistent with the information we have offered for the record 
with respect to the other drug companies appearing before us, with 
respect to American Home Products Corp. I have this information 
from the SEC. Mr. Alvin G. Brush, the chairman, received aggregate 
remuneration in 1958 of $126,600; deferred additional compensation 
after retirement for 15 years annually, $27,666; and an estimated re 
tirement plan annual benefit of $25,000. 

For the president, Mr. Walter Silbersack, his aggregate remunert- 
tion in 1958 was $126,200. He received deferred additional compenst- 
tion after retirement for 15 years at an annual rate of $19,000, and 
estimated retirement plan annual benefits of $25,000. 

We found that American Home Products does have a stock-option 
plan, that this stock-option plan was set up in October 1957 ané 
provided for not more than 180,000 option shares to be granted. That 
is the present basis. It was contemplated that there would be in exces 
of 1,000 optioners, and the plan limits the grants to 500 for any 
employee. Both Mr. Brush and Mr. Silbersack received options fot 
500 shares each on October 30, 1957, at $67.50 per share. At Monday: 
closing price of 155, there was potentially a paper gain which woul 
have been about $43,750 apiece. 

Now, also with respect to stock prices and dividends—— 
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Mr. Brusu. Could I comment on that before you pass? 

Senator Kerauver. Yes, indeed, you can comment. 

Mr. Brusu. I would like to point out, out of the $126,000, that I 
paid $93,000 in Federal taxes, and was left spending money of $33,000. 
I would like to say that the options were allowed 1,385 employees, 
which, as I understand it, was the largest number of employees that 
had ever participated in a stock-option plan of this type. 

Mr. Dixon. You said 1,300 instead of 1,000. 

Mr. Brusu. 1,385. 

Mr. Dixon. This information came from proxy statements that you 
filed. 

Mr. Brusu. It was finally 1,385. 

Mr. Drxon. In other words, they have been increased since this 
information came to us? 

Mr. Brusu. That’s right. 

Mr. Wesstrer. Mr. Dixon, so that you will have an absolutely ac- 
curate record of what the company has done in respect to executive 
compensation, I should like now, if I may, Mr. Chairman, to offer 
for the record copies of the proxy statements filed and used in the 
years 1954 through 1959. 

Senator Kerauver. Are they very long? 

Mr. Wessrer. No; they are not. 

Senator Kerauver. That will be made exhibit 205. 

(Exhibit No, 205 may be found on p. 10115.) 

Mr. Brusn. In connection with that I would like to say that in 
the past 4 years the directors have wanted to raise my salary and I 
have refused it, even though on your charts the company has been 
doing so well. 

Senator Keravuver. That is very commendable of you. I must say 
in fairness that you haven’t made as much out of this company as Mr. 
Hoyt did out of Carter, but you are somewhat of a lesser sized cor- 
poration. But you are not doing badly. 

Mr. Brus. No—very well, sir. Lam very happy. 

Mr. Dixon. Mr. Chairman, with respect to stock behavior, between 
1949 and 1959, the stock of American Home Products opened on the 
New York Stock Exchange on January 3, 1949 at 25. You could 
have bought 400 shares of stock for $10,000 at that price on that 
date. Since then the stock was split 2 for 1, on November 14, 1957. 
The present market value of what would then be 800 shares at the 
closing price on December 31, 1959, when the stock was valued at 
17114, would have been $137,200, or a gain in 11 years of $127,200. 
Lhave been informed by Dr. Brown that since that date there has been 
achange in the value of the stock. Yesterday the stock closed at 
15984, so that 800 shares yesterday would have been worth $127,800, 
ora gain over the 11-year period of $117,800. Over that period of 
time, dividends would have been paid on these 400 shares in 1949, 
$680; 1950, $800; 1951, $800; 1952, $800, and so on to where total 
dividends over the 11-year period would have accumulated in the 
amount of $16,480. 

Mr. Chairman, before we leave the point of stock options, during 
many of our past hearings references have been made to the fact that 
after stock is bought on option and after a 6-month period is passed, 
it can be sold at a capital gain. I find myself in error on that point. 
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T have had a member of our staff check that matter very carefully yes. 
terday afternoon and this morning. Mr. Flurry of our staff was re- 
ferred to an assistant in the office of Mr. McClure, the chief of the 
Legislation and Regulations Division of the Internal Revenue Serv- 
ice, and this information was given to him and to me. 

As I understand it with respect to stock options, if the option price 
at the time of the granting of the option is less than 85 percent of the 
market value of the stock at that time, the stock gain is subject to in- 
come tax at the individual’s appropriate rate when the stock is sold 
by him. That is one requirement. In other words, on the day the 
option is granted, it could not be granted at less than 85 percent if you 
wanted to get in on a capital gains tax basis. 

Also, if the option price is between 85 percent and 95 percent of the 
market price at the time of the grant, part of the stock’s gain will be 
subject to the regular income tax according to the formula set forth 
in section 421 of the Internal Revenue Code and the balance of the 
stock gain will be subject to capital gains tax. 

As I understand that, if it was granted at 85 percent and on the day 
you sold it, the stock was 110, you would have to pay your regular 
income tax on the first $15 and you could claim a capital gain out of 
the last $10 of that amount. 

Where the option price is over 95 percent of the market value of the 
stock at the time of the grant, all of the stock gain is subject only to 
capital gains tax. 

The period for the exercise of the option must not extend beyond 
10 years in order for the stock gains to be subject only to capital gains 
tax. If the option period extends beyond 10 years, the stock gains are 
not subject to capital gains tax but regular income tax, since it does 
not fall within section 421. 

Also, if the stock is disposed of in less than 2 years after the grant, 
and less than 6 months after the exercise of the option, the stock gain 
is nott subject to the capital gains tax, but income tax. Hence in any 
event, in order to qualify for the imposition of only a capital gains 
tax the stock cannot be sold prior to 2 years after the grant of the 
option and also prior to 6 months after the exercise of the option. 

As I understand that, if an option is granted to an officer of the cor- 
poration at a figure of $25 a share and that was the value of the stock 
on the day it was granted, if he picked that option up after 18 months 
had elapsed and held it for 6 months, he would qualify completely 
for a capital gains tax, under section 421. 

" Senator Knravuver. I believe we said that Mr. Hoyt’s period would 
e 2 years—— 

Mr. Wesster. Are you asking a question? Is that a statement? 

Mr. Drxon. That information, sir, came to me from the Chief of the 
Legislation and Regulation Division of the Internal Revenue Services, 
the office of Mr. McClure. 

Mr. Werster. I think you will be the first to admit that that is 
quite a mouthful, and if we want to comment on that later-—— 

Senator Krravver. You may do so. 

Mr. Drxon. I found it quite complicated. I might frankly state 
that I assumed that gains on stock options would just be taxed # 
ordinary capital gains, but there seems to be this limitation on stock 
options. 
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Mr. Brusu. Before we pass stock prices, I would like to comment 
on that price of our stock. 

Senator Keravver. All right, sir. 

Mr. Brusu. I have selected December 31, 1954, for my compari- 
son, because I understand that the earnings of our tranquilizers af- 
fected our income. On December 31, 1954, American Home stock 
was selling at 345g. On December 31, 1959-——— 

Senator Kerauver. What was that first figure? 

Mr. Brusu. Thirty-four and five-eighths. That is adjusted, of 
course, for the split. On December 31, 1959, the stock was selling for 
17114, or an appreciation of 395 percent. We have selected Bruns- 
wick, Balke, Collender Co. and have taken their stock at the same 
dates. Their stock was selling for $2.32. On December 31, 1959, it 
was selling for $4254, or an appreciation of 1,737 percent. The Gen- 
eral Tire & Rubber Co. was selling December 31, 1954, at $13.50; on 
December 31, 1959, $79 a share, 500 percent appreciation. 

Polaroid Co. on December 31, 1954, $8.20 a share, December 31, 
1959, $181.50 a share, or 2,113 percent appreciation. The Automatic 
Canteen Co. of America in 1954 $4.34; December 31, 1959, $26.12, an 
appreciation of 502 percent. 

I have several others here, but this is just to give an idea of what 
other companies were doing in a like period with ourselves. 

Senator Keravuver. Of course that is true. General Tire, for in- 
stance, is making certain types of missiles. You will find a lot of 
stocks that have had a higher rise. You will find a lot of stocks that 
have gone down. But the average is certainly not as great as your 
appreciation over a period of time. 

Mr. Brusn. IBM you will find has done just as well as ourselves, if 
not a little better. 

Senator Kerauver. Yes, IBM has been phenomenal. But in most 
of these instances, buyers have a choice of products. 

Mr. Brusu. I am not sure about IBM. 

Senator Keravuver. I am not sure about IBM either. 

Certainly as far as this drug is concerned, there is no choice except 
you and Carter. Insofar as Sparine is concerned, there is no choice 
atall. Sothere isa monopoly position in one product. 

Mr. Brusn. We like to call it a patent position, Senator. 

Senator Keravuver. Let’s compromise and call it a patent monopoly 
position. 

Mr. Brus. If you want to change the name of the patent—— 

Senator Krrauver. With most of these other companies, so far as 
tires is concerned, for example, there is at least some competition 
with other companies. Some of the other companies you mentioned, 
I don’t know what they make, but your appreciation is very much 
greater than the average. You are selling a luxury. But on the 
other products, you don’t much care what anybody pays. 

Everybody is interested in the economic welfare of the persons 
who must buy drugs, you will admit that. 

All right, is there anything else? 

Mr. Crumpmrts. I have no further questions. 

Mr. Werester. Mr. Chairman, may I make a correction, I think, of 
the record of this morning ? 

35621—60—pt. 16 28 
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Senator Keravuver. All right. 

Mr. Wenster. My colleagues have been watching the record care. 
fully and they think there may be some confusion as to the sales 
price of Sparine 50-milligram tablets in quantities of 500, so I would 
just like to read those into the record. It will take just a minute, 
The retailers—to the retailers this is our selling price, $32.49; to 
private hospitals, $32.49; to wholesalers, $28.50; to State, county, and 
local hospitals, $28.50; to Federal Government agencies, $24.42; and 
our sales to the military supply agency were as islaw, just to be sure 
the record is straight there: 

March 1958, $24.42; June 1959, $21.98, and September 1958, $20.88, 

Senator Kerauver. Very well, thank you. As to the part that 
Equanil and Sparine play in your overall earning picture. I have 
here part of a report to which I will read and ask your comment on, 
It says that ethical drugs accounted for three-fifths of your pretax 
earnings in 1953, is that about right ? 

Mr. Brousu. In 1953? 

Senator Krrauver. About what does it account for now ? 

Mr. Brusn. The ethical division ? 

Senator Kerauver. Yes, sir. 

Mr. Brusu. In 1958 the ethical division earned $25 million out of 
roughly $42 million. 

Senator Krerauver. That is about 60 percent. Then it says that 
as of January 1956— 

The new tranquilizing drug Equanil is of major importance and is likely to 
increase overall company earnings by 17 to 35 percent when available. At 
present the supplies are insufficient. 

Mr. Brusu. I wouldn’t subscribe to that, sir. 

Senator Krravuver. You think that is understated or overstated? 

Mr. Brusu. No, I think the fellow doesn’t know what he is talk- 
ing about. 

Senator Kerauver. Here is another report after an interview with 
the treasurer of American Home Products: 

The company’s basic business including its normal drug lines earned $5.35 
in 1955. In 1956 the basic business earned roughly $5.80 excluding Equanil and 
Sparine. The company’s successful tranquilizer drugs added roughly $2.25. 

I take it that is per share. 

Mr. Brusx. He is wrong. 

Senator Keravuver. What did it add, do you know ? 

Mr. Brus. I would have to get the figure but I know it is nothing 
like $2. 

Senator Keravver. “In 1957 the basic business will earn $6.30 or 
$6.40 while the tranquilizers may add $3.20. Hence the company’ 
basic earning power——” 

Mr. Brusu. He isn’t figuring taxes on that. You have got to cut 
that in two. 

Senator Krrauver. This is before the stock split which may als 
have something to do with it. 

Mr. Brusu. In 1954 we only earned $2.11 on the stock. 

Senator Keravver. After taxes? 

Mr. Brusn. Well, we have got to pay the taxes. 
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Senator Kerauver. I think he said prior to taxes. But the point 
js that Sparine and Equanil did increase your percentage of earnings 
quite considerably. 

Mr. Brusu. It was very helpful. 

Senator Kerauver. Is there anything else? Any questions, Mr. 
Kittrie or Mr. Chumbris? 

Mr. Cuumenris. I have no further questions. 

Mr. Krrrriz. I have none. 

Senator Kerauver. Mr. Brush, I thank you and the other gentle- 
men for coming down here and being with us. Now I want to ex- 

ress, as I have earlier, my personal opinion about the situation. You 
Gre made a very good presentation of your side of the picture. You 
have endeavored to be frank and helpful to the committee. 

I think that with the exception of meprobamate, the same situation 
applies roughly to you as it does to Carter. You start off on mepro- 
bamate with a penny disadvantage with Carter. You have made a 

ood profit. out of your Equanil. In mEeeeee, you have, I think we 
Seided, a patent. monopoly position. I believe the record shows you 
are the largest in the field; you have about 30 percent of the total 
market, of tranquilizers in the United States as of the present time, 
which I believe makes you about the largest one. 

In spite of the fact that there may be some argument still in your 
mind about intangible assets, this has been figured as with other com- 
panies. Figuring on your own balance sheet which you put out, ac- 
cording to Fortune you are the highest earning corporation on invest- 
ment in 1958 in the United States, about 30 percent. On sales on your 
drug products, you say it is 15 percent, and I think that is confirmed 


by the charts that we have. The average in the United States, I be- 


~ 


lieve, on sales is about ! 
percent. 

The profit rate according to your statement on ethical drugs is 
higher than your profit rate on your other products. You have made 
some explanation as to the difference in the prices paid in other coun- 
tries and in the United States. ‘To me, this is only partially satis- 
factory. I still can’t see why there has to be such a great disparity. 

I am impressed by the fact that in Australia where there is com- 
petition, the price is down very substantially: 80-odd cents as com- 
pared with $3.30 in this country. In Great Britain, it is $1.41; in 
Holland, $1.12. 

If price is related to the standard of living, in India your price 
and also Carter’s is $4.25, $3.55 in Venezuela, and in Iran $5.54, 
where there is a low standard of living. 

It seems to me also that it should be pointed out that where there is 
real price competition among industries in the drug field, as there 
is in the steroid hormones, the Government gets the better break. I 
am not satisfied how advertising bids turn out to be the same. You 
have inferred that the information came from the Government itself. 
[agree with Mr. Kittrie if that is the case, then the whole idea of ad- 
vertising on competitive bids has been defeated, and we shall certainly 
look into that. 

I have been here for some time in Washington, and I have always 
felt, and little businesses have told me, that in advertising for com- 
petitive bids, if they have the lowest competitive bid, if they are a re- 


) percent ;.on net worth is a little less than 11 
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liable company, they get the business. If that isn’t true with some- 
body else, we want to know about it. 

Ton were able to secure from the U.S. Patent Office a patent not 
for a compound but for a composition for a compound. The com- 
pound itself was not patentable, because it had been in long use, and 
there are other products such as Phenergan very closely related in 
nature. I have some question about that. We intend to be in touch 
with the Patent Office itself about that, because it is a rather unusual 
situation, to me at least. 

I am impressed by the fact, also, that we are not dealing her 
with a luxury item. We are not dealing just with people with a 
high standard of living, or wealthy people. 

My attention has been called to the fact that there is an article in 
the Washington News today, by Peter Edson, which points this out; 

Three and a half million urban families have incomes of less than $2,000 
a year * * * close to 12 million families less than $4,000 a year. In rural areas, 
half of the 5 million farm families have incomes of less than $4,000 * * * andj 


one-fifth less than $2,000. In spite of social security, of the 15 million people 
over 65, 9 million— 


that is, out of 15 million— 
have incomes of less than $1,000 a year and 12 million less than $2,000 a year. 
So, many of these people have the problem of low income, and the 
aging people on these very low incomes present a really serious 
problem to the drug industry and to everybody concerned. 
Mr. Brush, you are one of the leaders in the pharmaceutical indus- 
try; your house is one of the largest, though, frankly, of the two 


drugs you are making most of your money out of, Equanil you didn‘ 
develop, Sparine is a composition on which you have a patent, 
Phenergan was known in France and other places later. Part of the 
Sparine sale is based upon patents of Rhone-Poulenc. That, no doubt, 
means that you haven’t done a lot of research on it. So I do hope 
that you will think about this. ‘T hope that you and other pharmaceuti- 


cal companies will see if you can 
prices. 

In your case, with a relatively small amount on research, that 
doesn’t justify what has been argued in many other cases, that very 
high research costs are the basic reason for the high cost of drugs. 
It amounts only to 3.2 percent of the sales dollar. You are going to do 
more research in the future; I grant you that. 

We will be calling on somebody from your other subsidiary, Ayerst, 
to come and tell us about pricing practices in connection with certain 
hormones, as well as Wyeth, too. I believe they have some. But 
we will not go into that any further today because you say that you 
are not in a position to talk about them. Do you wish to make any 
comment, sir? 

Mr. Brusu. Yes; I would like to make a comment. I would like 
to say, about the Government bids, so that I am clearly quoted, we 
publish our prices in advance of what we are going to bid. When 


t do something about these high 


these bids are made and the bids are opened, if they are identical, than 


the Government sends for us and asks us what we plan to do about it, 
if anything. I would like to point out that I don’t believe that net 
worth in this particular business is the major measure. 
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Senator Kerauver. You said, if they are identical, the Govern- 
ment asks what you are going to do about it. What was shown here 
is that they either split the bid, draw straws, or it is awarded to 
thecompany with surplus labor in its area. 







aa Mr. Brusu. That’s right. What I am saying is that the bid is dis- 
~d in § cussed with us and we are given a chance to negotiate it if we elect 
ouch § @do it. I am not claiming that we reduced the price. I am saying 





that we had the opportunity. 

Senator Kerauver. Why do you say that you had an opportunity to 

tiate and then you didn’t reduce the price? 

r. Brusu. You have laid emphasis that it was a secret and that 
there was some mystery about how we know what each of us were 
bidding, and there must be, I took it, an inference that we met Mr. 
Hoyt in some country club or somewhere and discussed these prices. 
What I am trying to point out, that that is not the fact, that we are 
sphisticated enough to know that we have got to stand on our own 
feet when it comes to establishing prices in bids. 

Senator Kerauver. We have discussed that. Of course, the bids 
fluctuated up and down, but each time they were the same with one 
exception. 

Mr. Brusu. And we were the exception. 

Senator Kerauver. Yes; that’s right, 25 or 50 cents, I believe. 
Go ahead. 

Mr. Brusu. We would like to point out that net worth, in our 
opinion, is not the same in this type of business as it is in general 
businesses, and in our particular case, because of the goodwill factor 
that we should have, if it is going to be used by the committee, we 
think they should give consideration to this goodwill item, because 
inthat figure that you have used for all companies, there are many 
companies that haven’t written off their goodwill, and that is on their 
— sheets and is part of the reason why they show lower than 
wedo. 

In foreign countries we still think that, when we manufacture in a 
foreign country with foreign materials, with foreign labor, it is a 
well-known commercial fact that in those countries the materials can 
be produced for a much lower cost, and that all your costs, the cost 
ofadvertising, the cost of detailing, the cost of delivery are all much 
ower, and it 1s possible to live on a much lower cost, and therefore 
the prices are not comparable with the pricing in the United States, 
ind that the only fair way to consider that is what it takes in man- 
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Ayerst, Bhours to purchase a bottle of Equanil or any other item of the indi- 
certain Bvidual. With meprobamate, we know it costs less in the United 
. But BStates in terms of man-hour income than in any country in the world. 
at you § Senator Kerauver. That would be true, except for these people 
ke any §that I just read about. 
r. Brusu. I was going to speak about that. 

1d like § Senator Kerauver. Whose income is $2,000 and $1,000. 
ted, we & Mr. Brust. We recognize there is a social-economic problem. In 

When social-economic problem, however, there are many factors other 
entical, than the drug industry itself, and it seems to me that for the drug in- 





lustry to undertake the solution of all the problems that are related 
)the people in the lower income brackets is rather a serious under- 
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taking for us, because if you used all our profits you would still find 
this group. 

Senator Kerauver. We are not asking you to try to undertake to 
solve all of the social and economic problems of the unfortunate peo- 
ple who have to have medicine. All we are hoping for is that. you 
will try to do your share. 

Mr. Brusu. We are committed as a company and as an individual 
to study the results of these hearings and see whether there is any area 
in which we can be helpful. 

Senator Keravver. All right. Thank you very much, Mr. Brush, 
Mr. Webster, and Dr. Farrar. 

Let’s have a 5-minute recess while we get ready for the next witness. 

(Short recess. ) 

(The testimony of Dr. Nathan S. Kline, which was presented late 
in the afternoon of Wednesday, January 27, is carried at this point so 
as not to disturb the continuity of Mr. Brush’s presentation. ) 

Senator Kerauver. The committee will come to order. 

On January 15, 1960, a letter was written to me by Dr. Nathan §. 
Kline, M.D., director of research, Rockland State Hospital, Orange- 
burg, N.Y. It reads: 


I would appreciate the opportunity of making a brief statement as an inde 
pendent witness during the forthcoming hearings on pharmaceuticals used in the 
treatment of mental and emotional disorders. My experience with the clinical 
investigation of new drugs and their application may provide useful information 
to the committee. The most convenient time would be late Wednesday after- 
noon, but I could be available whenever it was most suitable for you. 

Respectfully, 


NATHAN S. KLINE. 


Ordinarily we would hear Dr. Kline during the time set aside for 
general witnesses, but I understand he is going to Africa. He has 
come down today; so we will be glad to hear from him now . 

I think you appeared before the Senate and House on appropri- 
ation matters, Dr. Kline. ° 

Dr. Kurne. I have, sir. 

Senator Krrauver. Your name has been mentioned here from time 
to time ; so we will be glad to hear from you, Doctor. 

Dr. Kurne. Thank you. 

Senator Keravver. In order not to disturb the continuity of Mr. 
Brush’s statement, I want to direct that Dr. Kline’s statement be 
printed after all the testimony of American Home Products. 

There is a bibliography of Dr. Kline, of some length, which we 
will print in the record. We will now have your statement. 

(The bibliography referred to may be found on p. 9323.) 


STATEMENT OF NATHAN S. KLINE, M.D., DIRECTOR OF RESEARCH, 
ROCKLAND STATE HOSPITAL, ORANGEBURG, N.Y. 


Dr. Krine. Thank you. 

May I first express my sincere appreciation for the permissio 
granted to me to appear at these hearings as a voluntary witness. 
of the controversial points is the expenditure of funds for researeh, 
and I believe that my special knowledge in one aspect of this problem 
may be of value to the committee. 
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1. The rapid development of psychopharmaceuticals was the re- 
sponse of the drughouses to the desperate need of the State hospitals. 
Squibb, with whole root of Rawwolfia serpentina; Ciba, with reser- 
pine; Hoffman-LaRoche, with iproniazid; and a dozen drughouses 
with related preparations. The field a few years ago was so unpromis- 
ing that three or four of the major drug firms turned down the op- 
portunity to lease the rights to chlorpromazine before Smith Kline & 
French took the risk. 

I might add, parenthetically, these drug firms have been sorely up- 
wt since that time, since they didn’t realize the potentialities. 

If there are excesses, visitas of the law, or other abuses, they 
are certainly not to be condoned—but at no time should we lose sight 
of the fact that it was the pharmaceutical houses that originated or 
produced the drugs which have revolutionized psychiatry. 

2. There is a great tendency for pharmaceutical houses to imitate 
each other once the basis for a successful method of treatment has been 
found. An example of this is the variety of phenothiazine deriva- 
tives. ‘The stimulus of possible profits has led to the testing of a tre- 
mendous number of variations on the basic chemical structure until 
today we have a number of phenothiazine derivatives which are 
superior to the original preparations. The development and evalua- 
tion of such variations is time consuming and relatively boring. An 
immense number of preparations must be tested, almost all of which 
vill prove inferior to drugs already in use. The few new preparations 
that are more potent or less toxic or act in a slightly different manner 
are worth the effort, however. As with the antihistamines, a patient 
may fail to have his allergy respond to the first four drugs and react 
with complete relief to the fifth drug. Or he may respond to all of 
the drugs but develop side reactions, so that several have to be tried 
before a usable one is found. 

3. The investigation of potentially useful new compounds of new 
chemical structure is an expensive and uncertain venture. Over the 
past 5 years the research facility has received grants totaling $40,000 
or $50,000 from each of a number of companies to investigate new 
compounds, none of which proved to be marketable. On the other 
hand, one company has had three excellent drugs to be tested almost 
simultaneously. 

4. Because of the continuing need for improved methods of treat- 
ment, the National Institutes of Health have made available funds to 
help in the basic research of how the drugs act, new methods of 
ereening, and related problems. The pharmaceutical industry, with 
but a few exceptions, has shown no great interest and certainly no 
tagerness to utilize this source of help. The fear of Government in- 
tervention or interference has been voiced as the leading reason for 
failure of adequate participation in this program. Certainly, the 
general welfare of the country would profit by the working together 
of industry and Government in developing basic knowledge about 
lew methods of pharmaceutical treatment. At the scientific level 
there is frequently close cooperation between researchers in industrial 
fms and eons in Federal and State agencies. In addition to legis- 
ation and hearings designed to curb or investigate possible abuses, 
there have been, are, and will be opportunities for legislative and in- 
dustrial leaders to prepare the ground for lengthenirig life and reliev- 
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ing human miseries. It would be tragic if unwarranted excesses create 
rancor that would retard such medical progress. 

5. The support of clinical psychiatric research by the phar. 
maceutical deat is substantial. During the past 5 or 6 years our 
own research unit has received over half a million dollars, which 
greatly augmented the funds available from the State of New York, 
various foundations, and the National Institutes of Health. One of 
the most useful and unique features of pharmaceutical house support 
is that there is no requirement that the funds be expended solely for the 
purpose of drug evaluation. This provides money for exploratory, 
emergency, and administrative purposes which would not be available 
from other sources. 

Incidentally, this should set a pattern for even the National In- 
stitutes of Health. It is a very wise way to give money. 


At our own research facility, for instance, we have used these 


funds to initiate our researches in the application of analog com- 
puting techniques to biological material. When we first conceived of 
this approach we were told that it was too farfetched to be worth 
putting money into, Through the use of pharmaceutical house funds 


we were able to begin immediately, and now, some 2 years later, the 
work has received aiatec age recognition and is well supported, in- 
cluding several substantial grants from the National Institutes of | 


Health. We have also used these funds to bring foreign experts to 
the United States when their processing through ordinary grant 


channels would have delayed our research for a year or more. These | 


are only a few of the multiple applications. 


Another example of the highly original and venturesome research | 
which pharmaceutical houses support is the establishment of the | 
Psychiatric Center in the Republic of Haiti. Each of three phar. 
maceutical houses—Hoffmann-LaRoche, Schering, and Wyeth—pro- | 
vided $15,000 to erect a clinic building to evaluate a new approach | 
to the more efficient handling of psychiatric patients. The circum: | 
stances in which mentally ill patients were previously kept were almost | 
unbelievably primitive. With the moneys from the pharmaceutical | 


houses we were able to erect a modern 18-bed clinic which in some 
ways is superior to any treatment center in the United States. 
At the end of almost a year of operation it is already evident that 
the majority of psychiatric patients in such a setting as Haiti can be 
treated on an outpatient basis. This has tremendous implications for 


our medical aid to the underdeveloped or economically handicapped [ 
countries elsewhere in the world. Equally important, there is an [ 
implication of major import respecting our own handling of psy- | 


chiatric patients. When our final report on this phase of the project 
is made it will require us all to reexamine whether we in the United 
States are caring for our psychiatric patients in the most effective and 
in the most economical manner. One-third of the operating budget of 
the State of New York goes for the care of the mentally ill. This 
represents a tremendous tax burden. If, eventually, this can be re- 
duced and patients cared for more effectively at the same time, no small 
amount of credit will be due directly to the pharmaceutical houses 
involved in supporting this project. y Jig 
The research potentialities are also tremendous. At the beginning 
of this month the U.S. Public Health Service sent one of its owl 











eate 


har- 
our 
hich 
ork, 
e of 
port 
r the 
Ory, 
able 


Th- 


hese 


com- 


d of 


orth | 


unds 
, the 


i, In- 
1s of | 


ts to 


rrant | 
‘hese | 


arch | 


* the 
yhar- 


“pro 5 
‘oach | 
cum- | 


‘most 


itical | 


some 


“that 
in be 
is for 


pped 


is an | 
psy: § 


roject 
nited 
e and 
ret of 
This 
ye Te 
small 
ouses 


ning 
; own 





ADMINISTERED PRICES 9317 
people and a representative of one of the study groups to Haiti to 
investigate the operation of this project with a view to eventual sup- 
port of some of its proposed research activities. The clinical func- 
tioning of the enterprise is greatly assisted by continuing support, 
which at the present time amounts to $15,000 a year, from these same 
harmaceutical houses. To illustrate how such activities can be mis- 
interpreted—we have been told that in a number of important places 
and organizations it has been dogmatically stated that this clinic is 
for the purpose of testing new and untried drugs on the poor Haitians 
before they are given to the people in the United States. This is 
such a complete canard that it can only serve to illustrate the extent 
to which maliciousness can be carried. The only pharmaceuticals 
used were those that are already on the market in the United States 
and have been given to tens of thousands of people here and, inci- 
dentally, have Food and Drug Administration approval. In addi- 
tion to the other support, these drugs are supplied by the pharmaceu- 
tical houses without cost. This is an example of how a farsighted and 
generous research project can be misinterpreted because some people 
carry in their mind the stereotype of a pharmaceutical house as a 
greedy, corner-cutting, narrowminded, shady operation. They them- 
selves do not have the imagination to see that improvements in the 
field of health are of benefit to all concerned. Here, industry was 
willing to undertake a first step where more conservative institutions 
such as the Public Health Service and many of the philanthropic 
foundations were unable to act. 

I am delighted to add, however, that once the enterprise was under- 
way the National Institute of Mental Health through its Psycho- 
pharmacology Service Center did provide one of its so-called small 

ants to assist in one of the research activities and, as previously 
indicated, has now made a site visit to consider more extensive sup- 
poss of specific research projects. The success of the Haiti project 

as resulted in an invitation from the Government of Liberia, so that 
Tleave Friday to consult about the practicality of establishing a simi- 
lar clinic there. 

I can conceive of no possible manner in which the pharmaceutical 
houses will profit directly from the tens of thousands of dollars they 
have invested. 

Indirectly, they may certainly profit if it can be demonstrated that 
an even more widespread application of pharmaceuticals will improve 
the psychiatric care of patients in the United States and reduce the 
cost to the taxpayer of supporting this burden. 

That in the course of idee this the pharmaceutical houses may 
make a profit is, to my mind, an extremely desirable feature. Having 
visited the Soviet Union in the not too distant past, I am more im- 
pressed than ever with the desirability and advantages of the capital- 
istic democracy in which we live. Up to the present, at least, it is 
upon the research of the Western World that the Soviets have drawn 
m respect to pharmaceuticals. 

Other contributions to psychiatry in general include the fellow- 
ship program supported by Smith Kline & French and the Adolf 
— Memorial Lecture supported by Warner-Chilcott Laboratories, 
both of which are administered by the American Psychiatric Asso- 
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ciation and the underwriting of publication of psychiatric research 
reports first by Ciba and later by Schering. 

The returns which both the isehieaille industry and the Ameri- 
can public have been able to realize on this research should encourage 
even more substantial investment. 

At the present time there is still a tendency to shop for research 
bargins. 

For instance, the minimal cost to have toxicity on a single drug 
evaluated in a single species (such as the dog) is some $20,000. In 
certain cases this exceeds $50,000, depending upon the intensity and 
complexity of the study. 

Comparable funds are not. customary for evaluation of pharma- 
ceuticals in patients, and this tends to limit both the thoroughness and 
the number of products tested. 

At present there are dozens of “unknown” drugs on the shelves of 
pharmaceutical houses about which there is not any knowledge as to 
potency and application. 

It would be highly surprising if, among these, there were not to be 
found specifics or ameliorative drugs for medical diseases which are 
untreatable at the present time. 

The U.S. Public Health Service, together with the pharmaceutical 
industry, has made a beginning toward providing such screening (as 
in the cancer screening program), but in the field of psychiatry this 
has been supported on a substantial scale at only one center. 

The relatively few preparations which are tested in this particular 
center gives some indication of the real cost. involved in determining 
the fullest and most useful application of a drug. 

It is the obligation of the pharmaceutical houses to support and 
cooperate in such research. 

Reference has been made to the fact that a drug which the manu- 
facturer sells for an estimated $4.80 is later sold by the retailer for $10. 

I assume that better than the 100-percent markup is justified. 
Apparently, the high operating costs—— 

Senator Krravver. I must say at this point I don’t think our figures 
show that the average to the retailer was quite that high. There isa 
difference among various drugs, but not all have the same markup. 

Dr. Kinz, I merely, Senator, mentioned it to illustrate the fact that 
my ignorance is profound on this subject, and I really put it in to dis- 
qualify myself as respects the pricing of pharmaceuticals. In looking 
at this I understand how little I know about what goes into the 
pricing of drugs. 

Senator Keravver. All right, sir. 

Dr. Kring. I am merely stating it to make clear my ignorance. 

In testimony before the Legal and Monetary Affairs Subcommittee 
of the Committee on Government Operations 1957 (of which Mr. 
Blatnik was chairman) I drew certain inferences which I now realize 
were unwarranted. 

At that time I stated: 

The occasional excesses to which the industry went in promoting, psycho 


pharmaceutical drugs have been followed by a strong counterreaction * * * if 
recent months there has been a distinct change in the tone of such advertising. 
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Later I stated: 


In respect to regulation of advertising it would appear that it is not a matter 
of “locking the barn door after the horse has escaped,” but of sending out a 
posse after the horse has returned of its own accord. 

Ordinarily I do not read such promotional literature, but in prepa- 
ration for these hearings I did look through the current advertising. 
[must admit that the horse is out of the barn again. Some of the 
drug firms seem to have adhered to the statement of ethics set up by 
the Pharmaceutical Manufacturers Association, but others, as Stephen 
leacock has put it, “have leapt on their steed and galloped off in all 
directions.” 

Senator Kerauver. Let me ask you at that point, if you don’t mind 
the interruption: You mean by that that you thought when you testi- 
fied before the Blatnik committee that excesses had been diminished ? 
Now you have examined other advertising material and you think 
that the horse is getting out of the barn again 4 

Dr. Kure. It is not getting. It is out. At least, as far as some of 
the pharmaceutical houses are concerned. I think that others, from 
the cursory examination I made, have—— 

Senator Kerauver. When one gets out, aren’t the others forced out 
to keep pace ¢ 

Dr. Kune. This is what has been said. However, some of the pro- 
motional literature I looked through was, I would say, reasonably 
close to the facts and contained warning of side effects. I think that 
at the present. stage—I didn’t make any great study of it; I looked 
through, spent a morning looking through, promotional literature in 
advertising in journals. Some of them seem to be sticking pretty 
close to the facts. Others are off on flights of fantasy. 

Senator Kerauver. Would you mind telling us which ones are off 
on flights of fantasy ? 

Dr. Kurne. I honestly didn’t prepare that. 

Dr. Buarr. Dr. Kline, would you say that there is sort of a 
Gresham’s law operating here—that bad advertising <lrives out good 
advertising ? 

Dr. Kune. I would certainly agree with you, Dr. Blair. As an 
economist, it is unfortunately true. I think that the thing that I 
most, deplore is, as I indicated at the very end, but that is appropriate 
right now, that this is to the ultimate disadvantage of the patient, 
because it leads to confusion on the part of the general practitioner 
who tries the drugs, expects something from the promotional litera- 
ture, doesn’t get it or, contrariwise, will run into a side effect which 
he has not been warned about, but which could be handled perfectly 
adequately if he know that it was coming, and in the end he is dis- 
couraged from using the drugs and, as a result, as I conclude my 
statement, with the fact that there are probably thousands upon thou- 
sands of patients who would profit from the use of these drugs who 
are not given them because of the way in which Gresham’s law is 
working in this case. 

Senator Kerauver. Your testimony is somewhat like that of Dr. 
Iehmann and Dr. Freyhan, the psychiatrists who testified here. They 
read all of the medical articles, and it would be pretty difficult to mis- 
lead them as it would you. But doctors in another field of medicine, 
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or who try to practice in all fields, do rely to some extent on the 
ne that they see in the medical journals. Is that what you 
mean 

Dr. Kurne. Except most of the advertising materials tell whats 
wonderful product it is, and it doesn’t give too much detail about 
usage, so that, presumably, a physician would have to look this up. 

There have been a number of us very concerned, including one of 
the philanthropic foundations, with the fact that the general prac. 
titioner does not have the proper education in this field, and at the 
present time we have been discussing ways and means in it, anf; 
the foundation has offered to put up a considerable amount of money 
to try to—— 

Senator Keravver. You are talking about the psychiatric field? 

Dr. Kune. The tentative offer of funds has been to provide a means 
of giving the general practitioner adequate knowledge of how to us 
these drugs properly, since there are many people who are not receir.§ ; 
ing adequate treatment because the physicians are not adequately 
informed as to the best method. 

Nese Keravuver. Those are the tranquilizer drugs you are talking 
about ? 

Dr. Kuinr. Yes. I would prefer to call them psychopharmaceuti- 
cals, because some of them are anything but tranquilizers. They ar 
stirrer-uppers. 

Senator Krravver. You are right, I am sorry. But, of cours, 
another problem is the extent of voluminous literature and the fact 
that the time of many good physicians is limited. 

Dr. Kune. This is the problem which we have been discussing 
The proposal which we presently have in mind is to come out witha 
single book, which doesn’t exist at the moment, by a single author ors 
single group of authors, which would represent, more or less, a 
authoritative textbook in the field. There literally is no textbook of 
psychopharmacology at the present time that is in any way com 
parable with other standard textbooks in the field. 

This in part has been due to the rapid growth of activities and part 
to the fact that it is psychiatry, which is a very difficult field. 

Mr. Cuumepris. On this point, Dr. Kline, isn’t there a book nov 
where it lists all these various drugs and will identify them and als 
give certain information as to warnings of side effects that, nov, 
doctors have ready reference to? , 

Dr. Kirn. I presume that this does exist in something like- 
within the framework of a much larger volume. There is no separatey: 
volume that I know of that does this. The nearest thing is an article; 
actually, two articles. I have tried to do this, one at the request of by 
the World Health Organization and another at the request of Pos 
graduate Medicine, but both of these are still in press. But ther 
is no book which is in handy form which will allow a general pra 
titioner to go through; at least, not to my knowledge. 

Mr. Cuumprtis. For example, Mr. Hoyt, of Carter, testified that 
besides the advertisements in the magazines, they send .to evely 
doctor their book on Miltown. 

Dr. Kure. Correct. 


Mr. Cuumpris. And in it it gives certain warnings to the doctors # 
to what to look for. 
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Dr. Kune. That is correct. 
Mr. Cuumpris. Now they state that that is what they consider, 
t's say, their reference book for each doctor to have, so, when 
he sees an advertisement or some new drug material that comes in, 
he will be able to refer to that sentioune lak for ready reference. 

Dr. Kuinz. Yes. That, sir, would deal only with Miltown in this 
ase, meprobamate. But I am speaking of a book which the general 
practitioner or specialist in the field other than psychiatry can go to 
that will list some of the virtues and demerits of Miltown, along with 
gme of the competitors of Miltown—and there are a number—when 
is Miltown indicated, and when is it a waste of money, and time to 
give Miltown. 

Mr. Cuumpris. The other reference that I was referring to first 
was what I understand is one volume which will list many of these 
new medicines, so that a doctor can have a ready reference to it. I 
don’t know the name of the reference, but I think I will be able to get 
“f itbefore the hearings are over and put it in the record. 

Dr. Kir1ne. Geek. I would be delighted to know of such, since it 
would be very helpful. Most of the things that have come out are 
compiled by 6 or 8 or 10 different authors, and expressing a tremendous 
_E variety of points of view and with not too clear a definition of terms. 
‘E lknow how difficult it is because I have tried writing a volume of this 
srt, and after 400 pages of manuscript I threw it up, and now feel 
under obligation to start again. 

Senator Kerauver. Excuse me for interrupting. You were down 
to“During the Blatnik hearings.” 

Dr. Kunz. Thank you, yes, for putting me back on the railroad 
track. 

During the Blatnik hearings I concluded with what appeared to 
meto be the remedy to this dilemma: 

The proposal which I believe will act to solve and protect against repetition 
of abuses in the future is an extremely simple one and far from original. (The 
Hoover Commission, among others, made the same recommendation.) * * * It 
would, therefore, seem to me that the eminently sensible procedure would be to 
provide adequate funds for the Food and Drug Administration and to empower 


them to deal with promotion and advertising, since they already have informa- 
tion in respect to the drug as a result of their other activities. 
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om ils That isthe labeling and packaging. 
t. now, Misrepresentation of the properties of —_ can only contribute 
7 tothe confusion of the general practitioner an 


ultimately a 
him entirely from their use. As a result, there are unquestionably 
thousands upon thousands of patients today who would show marked 
.} provement if the appropriate drugs were adequately administered, 
if but who are not being apes treated. The industry does do much 
by way of educating the general practitioner, and if the distortions 
could i corrected its service ooal be truly commendable. 

Isincerely hope that the present hearings will encourage an exten- 
sion of research and will help bring to the sick patient appropriate 
treatment. 

Senator Keravver. I think that is a very important recommenda- 
tion that you have made. We want to thank you for your statement. 
Are there any questions ? 
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Mr. Cuumpnis. I have just one. On page 5, Dr. Kline, at the top 
of the page: 

One-third of the operating budget of the State of New York goes to the care 
of the mentally ill. This represents a tremendous tax burden. 

Now, Dr. Brill was here last week, last Friday, I believe, and he 
testified as to the fact that it costs over $1,500 a year to take care 
of a mental patient at a State hospital. 

That doesn’t include—I don’t think that includes construction of a 
new hospital and so forth. 

Dr. Kunz. No, sir; it does not. 

Mr. Cuumprts. But the actual care. 

Dr. Kurne. That is correct. 

Mr. Cuumeris. And that since the psychopharmaceuticals have 
come into being, that there has been a tremendous drop of the num- 
ber of patients in the various hospitals. 

Now do you attribute that to the money that has been spent on 
research ? 

Dr. Kurne. I think that there is little question of it. The point 
I am trying to make, really the two or three points I am trying to 
make are, one, that the success of the research to date should encour- 
age greater expenditures by the pharmaceutical industry, and fur- 
ther that the cooperation with funds provided by government should 
be acted upon. There is no question that the psychiatry today is an 
entirely different field than it was as short a time ago as 5 years, and 
I think the credit should accrue to the pharmaceutical industry for 
many of the contributions they have made, in point of fact, the 
success of the clinic that I have described in Haiti is what has lead 
to the African expedition, since the Government of Liberia, after 
having a representative inspect the clinic in Haiti, invited me to come 
and consult with them about setting up a similar project at the ex- 
pense of the Liberian Government, so that I believe that they cer- 
tainly should be applauded for what they have done, and hopefully 
if there are abuses, these will be corrected, since the overall contri- 
bution has come not from the universities and not from other places, 
but from the pharmaceutical companies themselves. So what they 
have done is good. They should only do more of it. 

Mr. Cuumpris. And trying to save money on research would be 
penny wise and pound foolish. 

Dr. Kune. Extremely. 

- Mr. Crrumerts. Thank you very much. 

Dr. Kune. Thank you, sir. 

Senator Keravver. That Haitian exvense is interesting. Who were 
those companies that put up $15,000 each ? 

Dr. Kurxe. The companies that put up the funds were Hoffm:n, 
LaRoche 

Senator Krrauver. Where are they? 

Dr. Kure. Nutley, N.J., Schering Corp., of Bloomfield, N.J., sn 
Wyeth, which is part of American Home. “i 

Senator Knravver. Hoffman LaRoche is French-owned; isn’t it ? 

Dr. Kunz. No, it is Swiss-owned. The other two companies are 
American companies. 

Senator Keravuver. One other point 

Dr. Kutne. Yes, sir. 
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Senator Kerauver (continuing). That I thought should have some 
attention. You say that this has had much emphasis before, that 
the National Institutes of Health made available funds to help in 
basic research on how the drugs act, and so forth. 

Dr. Kurne. Yes, sir. 

Senator Keravver. The pharmaceutical industry has shown with 
few exceptions no great interest and certainly no eagerness to utilize 
this source of help. 

Dr. Kurxe. Yes. I think from the statements I have heard reported, 
there are very few companies which presently hold grants or contracts. 

Senator Kerauver. Isn't it true that only two very small ones have 
been placed, out of all these funds? 

Dr. Kune. Unless you consider Schering a small company. 

Senator Kerravver. I mean two very small grants, not small com- 
panies. 

Dr. Kurne. I don’t know the exact figures. I think one thing that 
must be stated is that there were more companies that made appli- 
cation. 

Senator Keravuver. The Government allows them a patent. The 
only limitation is that if they cannot get into large enough produc- 
tion to satisfy the need of the country, the Government reserves 
the right to let others manufacture that product until the need has 
been caught up with. 

Dr. Kutnr. That is correct, sir; and I hope that Dr. Blair’s point 
about Gresham’s law also operates in this field. 

I have been told that if one company does accept a grant for basic 
research, ultimately it is going to force the other companies to do 
the same thing. 

So this would be a happy operation of Gresham’s law in this case. 

Senator Keravver. Allright. Any questions, Mr. Kittrie? 

Mr. Kirrrie. No, thank you. 

Senator Keravuver. We thank you very much, Dr. Kline, for com- 
ing down. 

‘We will stand in recess until 10 o’clock tomorrow mor ning. 

(Whereupon, at 5:20 p.m. the hearing was recessed, to reconvene 
at 10 a.m. Thursday, January 28, 1960.) 

(The bibliography of Dr. Kline follows :) 
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(The testimony of Congressman John A. Blatnik, which was pre- 
sented earlier in the day during the appearance of Alvin G. Brush of 
the American Home Products Corp., is carried at this point so as 
not to disturb the continuity of Mr. Brush’s testimony.) 

Senator Krravuver. We will ask that Congressman Blatnik’s state- 
ment be printed in the official record following the testimony of all 
the witnesses of American Home Products so as not to interrupt the 
continuity, and right after the testimony of Dr. Kline who appeared 
yesterday. ; 

Congressman Blatnik is from Minnesota. He is a distinguished 
Member of the House of Representatives with whom I had the 
pleasure of serving in the House for many years. He is a member of 
the Government Operations Committee and is the chairman of a 
subcommittee which has in the past conducted hearings on tranquiliz- 
ing drugs and other drug matters particularly insofar as advertising 
is concerned, as I understand it. 

We are glad to have you here, John. Will you proceed in your 
own way? We have a prepared statement. 


STA 


M 
the : 
be 2 
nesc 
dela 
com 
and 

M 
na 
gres 


com 
fals 
I W 


mov\ 





ry- 


1.), 
49, 
nal 


ats 
340, 


p 
EV, 
iro, 
95- 


M., 
ind, 


tion 
‘ho- 
mal 


a 


Psy- 
959. 


re- 


. of 


ADMINISTERED PRICES 9331 


STATEMENT OF HON. JOHN A. BLATNIK, REPRESENTATIVE IN 
CONGRESS FROM THE EIGHTH DISTRICT OF MINNESOTA 


Mr. Buarnrk. Mr. Chairman and members of the committee, at 
the outset my sincere apologies for this delay. I was told there would 
be a brief meeting with a fine farm group from the State of Min- 
nesota, and as usually happens you are pressed for time. I was 
delayed, and I hope that inadvertently I did not inconvenience the 
committee, knowing the tight schedule that you have been running 
and are running on. 

Mr. Chairman, if I may read my statement, I will proceed. My 
name is John A. Blatnik, a Member of Congress from the Eighth Con- 
gressional District in northeastern Minnesota. 

I am very appreciative, Senator Kefauver, and members of the sub- 
committee, for this opportunity to make a brief statement regarding 
false and misleading advertising of prescription tranquilizing drugs. 
I want to highly congratulate you for your interest and courage in 
moving forward on the vital subject of drug pricing and bringing 
to the attention of the American people the very serious situation 
which exists in this field. 

Mr. Chairman, I have been following your hearings closely, with 
special concern and interest. I was extremely interested in the posi- 
tion taken by representatives of the drug industry in earlier hearings 
to the effect that drug research, which is so vital, is one of the con- 
tributing factors to the high cost of drugs. And I agree with that. 
By the same token then advertising must also contribute to drug pric- 
ing and so I think it is essential that any investigation into the ques- 
tion of drug prices must of necessity touch on the subject of drug 
advertising. 

I am going to refer particularly to the excessive subjective non- 
professional type of promotion as used in such a large scale in pro- 
moting these various drugs among the medical profession itself. 

If such advertising adds to the cost of drugs and at the same time 
is false or misleading, or both, a definite responsibility attaches to the 
Federal Government to protect the American public against not only 
the high prices but the false advertising which contributed to the set- 
ting of those prices, as well. 

Two years ago our subcommittee of the House Committee on Gov- 
ernment Operations held hearings on the subject of the false and mis- 
leading advertising of prescription tranquilizing drugs. 

May I say at the outset we did not select these drugs because of any 
prejudicial attitude. We did because of the magnitude of business 
involved, the widespread use which affected and involved such a high 
percentage of the American public, and because of their relative 
newness. 

I had the honor of being chairman of that subcommittee. We 
learned many things during those hearings from prominent medical 
research scientists, “practicing physicians, medical school professors, 
and key officials of the Food and Drug Administration and particu- 
larly from the Federal Trade Commission. The purpose of our hear- 
ings, Mr. Chairman, was to investigate the effectiveness of the Fed- 

eral Trade Commission in regulating false and misleading advertising 
of ethical drugs. We knew that many claims were being made for 
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tranquilizers, for instance, which could not be substantiated; and, at 
the same time, possible harmful side effects were not being fully dis- 
closed by the advertisers. The advertising and promotion of drugs is 
big business. In 1958, $300 million was spent on drug promotion alone, 
and I would like to compare that figure with what the industry spends 
on research. A recent survey showed that the average physician gets 
4,900 drug ads in the mail a year. That averages 13 pieces a day. | 
think in terms of pounds it would run thats between 20 to 30 
pounds of mail a year, compared to—and this is just to the medical 
profession, or primarily to the medical profession. In terms of pound- 
age, we may compare it to mail order catalogs of the order of Sears, 
Roebuck or Montgomery Ward. I think it would be equivalent to 
about five such mail order catalogs. 

It is common knowledge, Mr. Chairman, that the average practicing 
physician is overwhelmed by the number of new chemical compounds, 
drugs, mixtures, and combinations, each with its own magic trade 
name and independent identity. To gain knowledge of these new 
advances, the average practicing physician must be aware of advertis- 
ing, especially in various medical journals. During our hearings, Dr. 
Harry F. Dowling, head of the Department of Medicine, College of 
Medicine, University of Illinois, raised doubt as to the ability of the 
average practitioner to evaluate this advertising which, we must re- 
member, is directed at the physician rather than at the layman. We 
cannot say that this advertising cannot be misleading because those 
at whom it is directed have enough knowledge to be critical of the facts 
presented. Dr. Dowling told our subcommittee three reasons why 
we cannot assume that the medical profession cannot me misled by 
false drug advertising. These were his reasons: 

1. Fundamental knowledge regarding the actions and toxic effects is needed, 
and this knowledge cannot be acquired by a practicing physician within a short 
period of time. Changes in medical treatment are taking place so rapidly that 


one method of therapy may be replaced by a completely new one in the space 
of a few years— 


or even within the space of a few months. 


2. The rate at which new drugs are introduced is so rapid that the busy doc- 
tor cannot keep up with them, unless clear, concise, authentic information is 
given to him. When the information is incompletely presented or is subjective 
rather than factual, learning about the multitude of new drugs becomes impos- 
sible. Much of the early work on a new drug is of a preliminary nature and, 
therefore, the observations lack adequate controls. 

3. The promotion of a drug sometimes antedates the publication in scientific 
journals of the facts upon which the physician can base his own opinion. Refer- 
ences in advertisements to personal communications, rather than to articles in 
medical journals, prevent the doctor from checking up and getting the facts 
for himself. 


On this same theme, Dr. Ian Stephenson, professor and chairman, 


Department of Neurology and Psychiatry, University of Virginia, 
told us that: 


The excessive enthusiasm of the few errant drug manufacturers could do 
no harm if it did not encounter easy acceptance by both physician and patients. 
* * * The medical profession must concern itself with eliminating all sorts of 
distortion of the evaluation of these drugs. 


The purpose of our hearings was to determine what the Federal 


Government was doing to eliminate this distortion. One would think 
that we would have the full and wholehearted cooperation of the medi- 
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cal profession. We, therefore, advised the Washington office of the 
American Medical Association of our hearings and asked for AMA’s 
representatives to present its views. Three representatives appeared, 
including a physician—if I may add, a very eminent, highly regarded 
and respected physician and psychiatrist—who had expressed disin- 
terest to the subcommittee staff several months earlier when an ap- 
pointment with him was sought to discuss the subject matter of the 
hearings. He was the AMA’s principal witness. 

He had no prepared statement—nor did the others who accom- 
panied him. He said he was at the hearings to “assist the committee 
inany way I can.” He was not familiar with the writings and activ- 
ity on excesses and evils of advertising on tranquilizing drugs. He 
was not familiar with the AMA’s survey to gage physicians’ atti- 
tudes to advertising promotion, nor with the code of ethical drug 
promotion being drafted by the American Drug Manufacturers Asso- 
ciation, nor with the advertising standards of the Journal of the 
American Medical Association. 

He conceded that there had been “a great deal of advertising of 
tranquilizers,” but said he had “not been impressed with excessive ad- 
vertising.” He said, “It would be difficult for me, sir, to know what 
is excessive and what is not excessive.” 

He was not familiar with the difficulties of the Food and Drug 
Administration against excessives in tranquilizer drug advertising. 

He did not know from his “own personal direct knowledge whether 
AMA had” taken an interest in the advertising or information fur- 
nished by the pharmaceutical houses to the medical profession. 

He finally conceded that he “was not as much assistance to the sub- 
committee as he would like to be. * * *” 

Needless to say, Mr. Chairman, the AMA’s attitude was disap- 
pointing. Despite this lack of cooperation from the one source which 
could have been so helpful we did learn a great deal about tranquil- 
wing drug advertisements and their regulation. We learned, for 
instance, that many of them are introduced with a minimum of 
clinical testing. At that time, the rather new drug meprobamate 
(Miltown) was approved on the basis of two clinical reports. We 
found that a new drug applicant is allowed to edit the clinician’s 
report which goes to the Food and Drug Administration, and that 
the report is not checked out by the Food and Drug Administration 
with the clinician. This enables the applicant, obviously, to assert 
the positive and downgrade the negative aspects of the new drug, and 
this practice has carried over to the advertising claims for it. For 
instance, an eminent practicing psychiatrist and researcher analyzed 
the drug Pacatal, a phenothazine. He told the drug manufacturer 
that : 


The seriousness of the side effects is illustrated by the fact that, of the 90 
patients treated, the drug had to be discontinued in 64. 


That is over two-thirds. 


Thirty-eight patients refused to take the drug even when it was helping them 
psychiatrically because of visual disturbances it causes. Urinary disturbances 
necessitated discontinuance of the drug in 12 patients. 

The analyst, Dr. Frank Ayd, Jr., of Baltimore, Md., listed addi- 
tional side effects such as seizures, paralytic items, dermatitis, toxic 
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psychosis, depression, and anxiety over anticholinergic side effects. 
But the company, Warner-Lambert Pharmaceutical Co., in its bro- 
chure and advertising material spelled out only the favorable mate- 
rial and reported in a general statement the following: 

In many instances treatment was discontinued when side effects were unduly 
distressing. 

Many other advertising practices perpetrated by the drug manu- 
facturers in the tranquilizer field were pointed out, such as advertis- 
ing “no known contradictions,” notwithstanding ample evidence of 
same; references to lengthy bibliographies which failed to substantiate 
advertised claims; and advertisements of a product stating, “No im- 
pairment of physical efficiency,” while the brochure accompanying the 
product warned of drowsiness. 

In conclusion on this point, Mr. Chairman, there was no doubt fol- 
lowing our hearings that false and misleading advertising of tran- 
qualizing drugs was prevalent at the time of the hearings, and no 
action, public or private, to my knowledge has been taken since that 
time to correct the situation. 

At that point, Mr. Chairman, it is not made quite clear in this sum- 
mary statement, but there is some very fine work done within the 
medical profession itself. Practically all, certainly most, of the pro- 
fessional journals screen the advertising which they accept. Some 
even have medical boards that will process and screen all advertising 
of so-called ethical drugs, and will accept only a high-grade type of 
advertising as a degree of modesty with their claims, and yet accuracy, 
advertising bona fide legitimate, well-established, and recognized 
ethical drugs. 

Worse still is the fact that not only has no action been taken, but 
certain medical groups most vitally concerned exhibited an appalling 
lack of knowledge and have attempted to whitewash, cover up, and 
minimize the seriousness of the problem. 

Congress, of course, can do nothing to force compliance by private 
groups through voluntary action, but the Federal Government cer- 
tainly has a responsibility to protect the public from the dangers of 
false and misleading advertising in the ethical drug field because, as 
we have noted, the advertising goes to not only hard-working but in 
most instances overworking physicians and general practitioners who 
are ofttimes forced to rely on the representations made in advertise- 
ments in deciding on proper treatment of patients. Federal re- 
sponsibility, therefore, is clear and must be diligently pursued. 

Unfortunately, the Federal Government had not pursued up to that 
time with any real diligence its duties in this field. The Federal 
Trade Commission, as you know, has the primary governmental re- 
sponsibility for enforcing false and misleading advertising statutes. 
It is their responsibility to protect the unwary rather than the wary 
in the field of ethical drugs. The FTC had completely ignored its 
statutory responsibilities, although the Wheeler-Lea amendment gives 
it the power specifically to police medical advertising. It has never 
brought an action relating to prescription drugs. 

We learned during our hearings that within the FTC itself un- 
certainty exists as to the meaning of statutory provisions relating to 
deceptive professional medical advertising. From all we could learn, 
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this uncertainty has existed for the past 20 years, but no attempt has 
been made to clear it up. I hope and trust, Mr. Chairman, that this 
committee will look into the advisability of a clarifying amendment 
to section 15(a)(1) of the Federal Trade Commission Act. The 
present thinking at the Commission is that this section gives sanc- 
tuary from its jurisdiction of that type of claim made in medical 
journals. According to the FTC’s Executive Director 

—* Kerauver. Who was that, Congressman Blatnik, if you 
recall ? 

Mr. Buiarnix. I have the names here. That was Mr. Babcock at 
that time, and the very able Counsel, Mr. Kintner, the present Chair- 
man, who did an outstanding job, was also present, and I will sup- 
ply all the names for the record. This is Mr. Babcock, and I quote: 

We are not to tell the doctor what he can and what he cannot do in his prac- 
tice. 

With this I agree wholeheartedly, Mr. Chairman, but one would 
think that the FTC could tell a drug manufacturer that he cannot 
falsely advertise a product, especially since such advertisement is 
directed to a physician who will be administering the drug on patients. 
The entire tone and tenor of the FTC’s testimony, Mr. Chairman, led 
our committee to the conclusion that it— 


has not discharged its statutory responsibilities to handle deceptions in the 
advertising of tranquilizing drugs. 

Lately, and in fairness it should be made clear, a much more vig- 
orous program has been evident in the FTC. Without doubt, they 
have worked in the past under severe handicaps, such as inadequate 


appropriations and lack of congressional understanding and coopera- 
tion. This must be corrected and, at the same time, legislation con- 
sidered to strengthen the FTC’s hand in regulating false drug 
advertising. 

I appreciate this opportunity to appear this morning, Mr. Chair- 
man, and again I want to congratulate you for your fine efforts in 
behalf of the American people in so vital a field. 

Senator Keravver. Thank you very much, Congressman Blatnik. 
I think I should make reference to the report of the House Committee 
on Government Operations, of which Congress Blatnik is subcom- 
mittee chairman and Congressman Dawson is the chairman, dated 
August 18, 1958, 86th Congress, 2d session, House Report No. 2668. 
In that report you reached certain conclusions and recommendations, 
Congressman Blatnik. Do you have them there? 

Mr. Buarnik. Yes, sir. 

Senator Kerauver. Do you want to read the conclusions and 
recommendations ? 

Mr. Buatnik. This is page 19, Section 7: Conclusions and recom- 
mendations: 

(1) The FTC has not discharged its statutory responsibilities to halt or pre- 
vent deception in the advertising of ethical tranquilizing drugs. 

(2) The Commission should institute trade practice conference procedures 
without delay with a view of effecting codes of fair advertising practices for 
ethical pharmaceutical firms. 

(3) Consideration should be given by the appropriate legislative committees 
of the Congress to determine whether statutory changes are required for more 
effective enforcement action in the field of false and misleading advertising. 
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Senator Keravuver. I imagine you would feel that the appropria- 
tion picture would. apply to the Food and Drug Administration, too? 

Mr. Buarntik. Yes, sir. 

Senator Kerauver. Any questions of Congressman Blatnik ? 

Mr. Drxon. I have none, Mr. Chairman. 

Senator Kerauver. Mr. Chumbris? 

Mr. Cuumpris. I have none. 

Senator Kerauver. Mr. McHugh? 

Mr. McHueu. No, Senator. 

Senator Kerauver. We thank you very much. 

Mr. Buatnix. Thank you, Mr. Chairman. 

Senator Keravuver. I want to say that any pharmaceutical house 
whose advertising practices have been talked about or criticized is 
hereby invited to come and give its side of the picture. I don’t think 
that any company we have had before us was specifically referred to 
by Congressman Blatnik. They can come and testify or send in a 
statement, whichever they wish, for the record. 

(Short recess. ) 

Senator Kerauver. Our next witness is Dr. Paul V. Maney, from 
Cedar Rapids, Iowa, who is president of the Paul Maney Laboratories, 
Inc., and a manufacturing pharmaceutical chemist. 

I believe you have a statement ? 


STATEMENT OF PAUL V. MANEY, PRESIDENT, PAUL MANEY 
LABORATORIES, INC., CEDAR RAPIDS, IOWA 


Mr. Maney. I have a short statement here, if I may read it. 

My name is Paul Maney, and I am president of Paul Maney Labora- 
tories, Inc., Cedar Rapids, Iowa. Before coming into the pharma- 
ceutical field, I attended the University of Iowa, receiving my degree, 
doctor of philosophy in pharmaceutical chemistry, in 1945. 

My company is a small ethical pharmaceutical manufacturer with 
approximately 80 employees. 

We have a product line that includes several specialities in the car- 
diovascular field which include diseases of the heart, asthma, and hy- 
pertension. The basic drug for these disorders is Neothylline, chem- 
ically the drug is dihydroxypropy] theophylline, developed during my 
research at the University of Towa. 

We have our own plant and distribution system similar to the large 
companies. Our detail force is located primarily in the Midwest. 
Maney products are beginning to be well accepted by the medical pro- 
fession in the United States and in many foreign countries. 

Admittedly because of our size and resources we cannot support 
an extensive research program. However, with our staff plus the 
cooperation at the University of Iowa, and medical specialists 
throughout this and other countries, we have developed original 
drugs that are now widely used. 

Senator Kreravuver. If you don’t mind being interrupted, what are 
some of the drugs you have produced ? 

Mr. Maney. Well, sir, may I finish my paragraph here? 

Senator Keravuver. All right, sir. 
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Mr. Maney. Even though we are now a small business in the phar- 
maceutical field, we believe that, under the American system of oppor- 
tunity and free enterprise, we can grow and can supply new and 
effective therapeutic agents for the benefit of mankind. 

Now, as to our drugs, we have developed at this time the dihydroxy- 
propyl theophylline, and since then we have combined it with many 
other therapeutic agents which are widely used in the medical pro- 
fession today. 

Those are original specialties, and I would estimate about 12 of 
them that we have which would not otherwise be available if it were 
not for the development of the Neothylline. 

We also have developed a new form of coating, that is a means of 
delivering individual doses of medicine to the intestinal tract with- 
out coming in contact with the stomach. This — is used on a 
number of different products, including those used by the armed 
services, particularly sodium chloride tablets, which would be quite 
irritating when delivered to the intestinal tract without first being 
protected in the stomach wall. 

We have, in addition, several other products in the hopper. We 
have completed, on a new sulfa drug, clinical pharmacological and 
toxicity work and have on file now an application with the Food and 
Drug Administration in Washington. 

Senator Kerauver. You said you employ 80 employees? 

Mr. Maney. That is our total force; yes. 

Senator Keravver. You do have some people doing research on 
your own staff and also at the University of lowa? 

Mr. Maney. That is correct. 

Senator Kerauver. You are a Ph. D. in pharmaceutical chemistry 
yourself ? 

Mr. Maney. That is correct. 

Senator Kerauver. You do research on your own? 

Mr. Maney. That is right, I have my own laboratory, and I do 
work regularly in my own Tab. 

Senator Kerauver. About how many of these 80 employees help 
you in research ? 

Mr. Maney. We have about 4 of the 80 that are doing research 
work. 

Senator Keravuver. You say you have a detail force like the big 
companies, but not as large? 

Mr. Maney. No. 

Senator Keravuver. But similar? 

Mr. Maney. That is right. We have about 20 detail men. 

Senator Keravuver. They are largely in the Midwest? 

Mr. Maney. Correct. 

Senator Krerauver. You say many of your products are well ac- 
cepted by the medical profession in many foreign countries. Have 
you named some of those ? 

Mr. Maney. You mean the products? 

Senator Keravuver. Did you name them already ? 

Mr. Maney. Yes. Those are the principal ones that I mentioned. 

Senator Keravuver. You feel that you have an efficient operation in 
your system of manufacture and controls? 
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Mr. Maney. I do. 

Senator Keravuver. Do you bid on Government business? 

Mr. Maney. Yes, we do, and we do fill Government contracts from 
time to time. 

Senator Krerauver. Your laboratory is inspected by teams from the 
MMSA? 

Mr. Maney. Yes; and also, of course, we have regular inspection 
by the Food and Drug Administration officials as well. 

Senator Kerauver. You meet all of their requirements? 

Mr. Manry. Yes. 

Senator Keravuver. All right, Mr. Dixon. 

Mr. Dixon. Mr. Maney, from the information that we obtained 
from Carter Products, it was ascertained that Carter had licensed 
companies to use their meprobamate in combinations with other 
products for the production of a combination drug. For instance, it 
was determined that in combination with a product Pathielon, mepro- 
bamate was sold by Carter as Milpath and by American Cyanamid as 
Pathibemate. In combination with Premarin, Carter sold a product 
as Milprem, and Ayerst, which is an American Home Products sub- 
sidiary, sold it as PMB-400. In combination with PETN, or pen- 
taerythritol tetranitrate, Carter sells it as Miltrate, and Wyeth sells 
it as Equanitrate. And in combination with Benactyzine, the product 
is sold by Carter as Deprol, and so on. 

Mr. Chairman, I would like to put this table in the record as 
exhibit 206. 

Senator Kreravver. Very well. 

(Exhibit No. 206 follows:) 


ADMINISTERED PRICES 


Combination of meprobamate and other drugs 


Trade name 
of Carter 


Trade name of Name of other seller Other drug Function of other drug 
other seller 


Milpath Pathibemate__..| American Cyanamid__| Pathielon (R) (tridi- 


hexethy! iodide or 
chloride). 


Anticholinergic (used 
in peptic ulcer and 
gastrointestinal 
tract spasm). 


Milprem Sex hormone. 


PMB-400 Ayerst (American 
Home Products). 


Wyeth (American 


Premarin (R) (con- 
jugated estrogens). 


Miltrate PETN (pentaery- 


Equanitrate Vasodilator. 


Meprolone 


Prozine........- 


Home Products). 


Wyeth (American 


thritol tetranitrate). 
Prednisolone--__--..--- 
Benactyzine- -_.....-- 
PROMNIIIIIO,. ia cccoscnn 


Cortical steroid. 
Tranquilizer. 
Do. 


Home Products). 
Equalysin- -_--- Ansolysen (pento- 


Hypotensive agent. 
linium tartrate). 














Mr. Dixon. I note, Dr. Maney, that every company that Carter 
licensed to use meprobamate in combination with one of their products 
is one of the larger drug houses, or certainly within the first 20. These 
include, American Cyanamid, Ayerst and Wyeth, subsidiaries of 
American Home Products, and Merck, and that is all. 

We have obtained from Carter’s own files a series of correspondence. 
The first of this correspondence I would like to have marked as 207. 

Senator Keravuver. Very well. 

(Exhibit No. 207 may be found on p. 10139.) 

™~ TDrxon. The letter is dated September 25, 1957, addressed to 
Dx, Frank Berger, and it is signed by you. 
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Senator Kerauver. Which Dr. Berger is that? 

Mr. Drxon. Dr. Berger who is the head of Wallace Laboratories, 
and who testified the day before yesterday, if you will recall. He 
was the patent holder of meprobamate. 

In this letter, you state as follows: 


Dear Mr. Bercer: With reference to our phone conversation, we wish to ad- 
yise we have forwarded to you under separate cover a rather extensive survey 
on our product Neothylline and your product Miltown. 

We think a combination of the two might be feasible in the treatment of 
hypertension. Preliminary examination has indicated this to be a fact. 

Our product Neothylline was developed by the writer at the University of 
Iowa, and we are copatentees. The university actually controls the patent; 
however, I am the only licensee. 


While our company is small we are growing quite rapidly and if we had a 
combination, as indicated above, we are in a position to expand and spend the 
necessary funds for promotion of this product. We intend to use the ad- 
vertising agency, Noyes & Sproul, Ine.; and Mr. Millard Watson, whom I have 
known for many years, would be the man we would work with. 

Should your associates desire to go into this matter further please advise, and I 
will arrange to visit with you in person. 

I would like to know what is your product Neothylline. 

Mr. Maney. That is the drug that I described in my little state- 
ment. It is a theophylline derivative. The chemical formula is di- 
hydroxpropyl] theophylline. 

Mr. Dixon. You sell and market that product now ? 

Mr. Maney. Yes, we do. 

Mr. Drxon. What is its prescribed use ? 

Mr. Maney. It is primarily used in the cardiovascular field in the 
treatment of asthma, in certain heart conditions, or the dilation of the 
coronary vessels. 

Senator Keravuver. And in hypertension ? 

Mr. Maney. And also in hypertension; yes. 

Mr. Dixon. Before you wrote this letter, had you made some surveys 
or had you done something that made you think that this combination 
would be useful ? 

Mr Maney. It was primarily a literature survey and discussion 
with some prominent clinicians. 

Mr. Drxon. There is also a letter dated October 15, 1957, which 
should be exhibit 208. It is from you to Dr. Berger again. 

DEAR Dr. BERGER: Under separate cover we are forwarding you sample of our 
product Neothylline. 

I am awaiting further word from you as to your interest in our product, and 
we sincerely hope there might be a possibility of arrangement whereby mutual 
agreement could be consummated. 

That will be exhibit 208. 

(Exhibit No. 208 may be found on p. 10140.) 

Mr. Drxon. Then I will ask that the letter of November 6, 1957, 
from Dr. Maney to Dr. Berger be made exhibit 209. 

It reads: 


DEAR Dr. BerGER: Having heard nothing from you recently, we are wondering 
just what your interest is in connection with the combination of Miltown and 
Neothylline. 

Frankly, we think such a combination would be a terrific seller, and are more 
convinced than ever since we have run a few preliminary clinical tests and find 
such a combination is feasible. 
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Incidentally, would you be interested in supplying us with a little of the Mil- 
town so we could make up the tablets combining the Miltown and Neothyliine for 
further clinical investigation? We have been using just the plain tablets of 
Miltown and the Neothylline, and find we get better results than with either one 
alone. 


We are in excellent position to synthesize the Neothylline and expand con- 
siderably if necessary. We are firmly convinced that ours is the Theophylline 
of choice and the need for Theophylline products is covered in a very broad field, 
in the cardiovascular region particularly. 

We would be pleased to hear from you further on the above. 

(Exhibit 209 may be found on p. 10141.) 

Mr. Dixon. Then I would like to ask that the last letter be marked 
as exhibit 210. 

It is dated November 11, 1957, and it is addressed to you, Dr. Maney, 
from Dr. Berger, medical director of Wallace Laboratories. 

It says: 

Dear Dr. MANEy: Thank you for your recent letter. The advisability of a 
combination of Neothylline with Miltown is still being considered by my manage- 
ment, and I hope to be in touch with you in the not too distant future on this 
subject. 

(Exhibit No. 210 may be found on p. 10142.) 

Mr. Dixon. This last letter is dated November 11, 1957. Have you 
ever heard anything more concerning your exploration to get permis- 
sion to make a combination of the two products that we have been 
talking about? Did you hear anything else from him, Dr. Maney? 

Dr. Maney. I believe the next contact was by phone when I was 
attending the PMA meeting in New York. I talked to him over the 
phone, and I believe at that time I was informed that the decision 
had been made not to license us on the drug Miltown. 

Mr. Dixon. When was that ? 

Dr. Maney. That would be in December 1957. 

Mr. Dixon. December 1957? So you have heard nothing more 
since ? 

Dr. Maney. No; that’s right. 

Dr. Dixon. Is there a combination product containing Miltown that 
would, in your opinion, be as useful to the medical profession as the 
combination with your product would be ? 

Dr. Maney. From a technical viewpoint, it would be very difficult 
to answer that. 

Mr. Drxon. At least you thought yours would serve a useful pur- 
pose ? 

Dr. Maney. Yes; I did. However, when we did not receive the 
Miltown, we proceeded to develop a product that had similar action 
in use for it, and it is promoted now for people with hypertension. 

Senator Keravuver. What do you produce now ? 

Dr. Maney. We developed at that time, under the New Drug Act, 
filing anew drug application, a combination with Rauwolfia serpentina 
that is also a tranquilizer, possibly with a little different action. 
However, our therapeutic tests and clinical results gave us a satis- 
factory product, but we did have to file a new-drug application on it. 

Mr. Drxon. I assume from your exploration of the project with 
Carter Products that you would have preferred to have the combina- 
tion with Miltown. 

Dr. Manry. At the time when I was interested, yes, sir. 
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Mr. Drxon. Just so you won’t feel bad about being the only 
smal] 

Mr. Cuumeris. Before you ask that, Mr. Dixon, do you feel 
now that the product that you have on the market serves the purpose 
that you had intended with your letter to Carter in 1957? 

Dr. Maney. I believe, yes, that it does. 

Mr. Cuumpris. And that the public is being served now with the 
product that you had intended to merge in 1957. 

Dr. Maney. Yes; I can explain that a little further by saying the 
demand for the item is increasing—and a lot of that demand 1s re- 
peat—prescriptions from doctors that have used it over a period of 
time. 

Mr. Kirrrie. Could you still use Miltown if you could get permis- 
sion to use it now, or wouldn’t you want it ? 

Dr. Maney. We would have to give that some thought. I don’t 
know as I would now or not. 

Mr. Drxon. Let me see if I can determine that point. The combina- 
tion, you said, is with Rawwolfia serpentina? 

Dr. Maney. Yes; the one we have now. 

Mr. Dixon. That is not patentable? 

Dr. Maney. No; it isn’t. However, the Neothylline is. 

Mr. Dixon. So, you were able finally to effectuate this combination 
by virtue of the fact that you had access to a generic product, a non- 
patentable product ? 

Dr. Maney. Yes. 

Mr. Dixon. Just so you won’t feel bad about being turned down, 
we obtained various correspondence from Carter in which all of the 
small applicants were turned down. 

No matter what product they proposed to submit, they were turned 
down, 

Senator Kerauver. It was a definite turndown; is that correct ? 

Dr. Maney. Yes. 

Senator Keravuver. If Carter wants to make an explanation about it, 
we will put it in the record. 

Why do you think you were turned down ? 

Dr. Maney. Well, 1 really don’t know, as a matter of fact. I have 
no explanation. 

Senator Keravuver. Is there any question about your efficiency ? 

Dr. Maney. Nothing was said whatsoever about that. 

Senator Kerauver. Did you send them information about your 
plant ¢ 

Dr. Maney. Not about the plant; no, sir. 

Senator Kerauver. About who would promote it—are these reliable 
people ? 

Dr. Maney. Yes; they are. 

Senator Kerauver. Noyes & Brown? 

Dr. Maney. Yes; definitely. 

Senator Kerauver. Do you think there would be better service 
to the physician and to sick people who might need this medicine—and 
certainly it would give smaller companies a break—if these larger 
companies would give small companies a license ? 

35621—60—pt. 1630 
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Dr. Maney. I think it would definitely increase coverage. How- 
ever, being in the research field, one naturally looks upon his research, 
like in this particular drug, if it happens to be what you might con- 
sider your life’s greatest effort, wherein you do have a patent situ- 
ation, I am not in a position to come out and say that I think everyone 
should have a license on the patent situation, because that is a field that 
I don’t think I am too qualified to discuss. 

Mr. Dixon. Doctor, how many product patents does your laboratory 
own or control ? 

‘ Dr. Maney. Well, two, in joint cooperation with the University of 
owa. 

Mr. Dixon. So you only have two that go to the market to trade 
with, we might say. 

Dr. Maney. That’s right. 

Mr. Drxon. In other words, the quid pro quo Carter could have 
gotten back with you would be with the one you offered plus the one 
more ? 

Dr. Maney. Right. 

Mr. Dixon. That is the most you could have traded ? 

Dr. Maney. That’s right. 

Mr. Drxon. Let’s examine your laboratory activity. How large 
an undertaking do you have there? What were your total sales last 
year ? 

Dr. Maney. Ours is a small laboratory, running into a total sales 
volume of between 500,000 and 600,000. Actually, it is more or less 
a one-man operation. I started it from scratch, and it has been what 
you might say a bootstrap affair because what progress we have made 
we have had to make it and reinvest it as we go along. 

Our total sales right now are between $500,000 and $600,000. 

Mr. Dixon. Having developed Neothylline, I gather you have en- 
gaged in basic research ? 

Dr. Maney. That is correct. 

Mr. Dixon. Have you continued to engage in basic research in the 
best way you can ? 

Dr. Manery. To the best I can, yes. 

Mr. Drxon. Do you have other scientists or other qualified people 
hired in your laboratory to assist you ? 

Dr. Maney. I do. 

Mr. Dixon. How many do you have? 

Dr. Maney. Three others besides myself that are qualified to do 
that type of work. 

Mr. Dixon. You stated, I believe, that you were in the position to 
market this product. Do you hire detail men to market your product? 

Dr. Maney. That is correct. 

Mr. Drxon. How many do you have ? 

Dr. Maney. Approximately 20. 

Senator Kerauver. How large a plant do you have, Dr. Maney? 

Dr. Maney. You mean in area, sir? 

Senator Kerauver. Yes, sir. 

Dr. Manry. We occupy two stories, approximately 8,000 square 
feet each. That would be about 16,000 square feet. 

Senator Kerauver. Are there any other questions, Mr. Dixon ? 
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Mr. Drxon. Mr. Chairman, I would suggest that we take the letters 
from Carter turning down these various requests and make them a 
part of the record. 

Senator Krerauver. Get them together and send copies to Dr. Ber- 
ger, so they will have a chance to comment on them if they want to. 

(The letters referred to may be found in the files of the subcom- 
mittee. ) 

Mr. Drxon. As I view this, this is a typical example of the efforts 
of a small laboratory or a small pharmaceutical manufacturer to ob- 
tain meprobamate for use in combination with one of their own prod- 
ucts. This example, we thought, would show what occurred, typi- 
cally, when such requests were made. 

Senator Keravuver. Do you bid to the Government on competitive 
bidding ? 

Dr. Maney. Yes, sir. 

Senator Krerauver. On what product? 

Dr. Maney. Well, we bid on several. We have bid on several re- 
cently. 

Senator Kerauver. Whom do you bid against ? 

Dr. Maney. Well, all those that are qualified and place their bids. 
There is quite a large list. I would say there must be—I have seen 
the reports—as high as 30, at least, bidding. 

Senator Keravuver. Do you bid against any large companies? 

Dr. Maney. Yes. 

Senator Keravver. What large companies? 

Dr. Maney. Well, we bid against Lilly, for example, as I recall. 

Senator Keravuver. On what product ? 

Dr. Maney. Well, I don’t recall what item it was, but I know they 
bid on certain items that we have in the field. 

Senator Kerauver. Are these competitive ? 

Dr. Maney. Yes; these are competitive items, not trade brands. 

Senator Kerauver. How do you come out in your efforts to bid 
against larger companies? 

Dr. Maney. Actually, Government bidding is very, very competi- 
tive in our field. 

Senator Keravuver. That is, if it is not a patented product ? 

Dr. Maney. That’s right; so, if we bid very low, we can get it. If 
we bid at the normal price, we don’t get it. That is, if you bid your 
average wholesale price, you just don’t get it. 

Senator Krerauver. We have heard here that you get two chances 
at. the bid. Were you here, and did you hear what Mr. Brush had to 
say about meprobamate? 

Dr. Maney. Yes; I did. 

Senator Krerauver. Do you get two chances at it if you are not the 
low bidder? Do you get another crack at it? 

Dr. Maney. No, sir. We file a written bid and, if we are success- 
ful, we obtain a written copy. Once in a while, if there is a question 
regarding the bid, the armed services office may call us. However, 
there is no chance to lower your bid once you have made it. At least, 
T have never had the opportunity. 

Senator Keravuver. You say the armed services might call you. 
About what? 
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Dr. Maney. There could be, perhaps, an error in the bidding, may. 
be in the calculation of the total amount, or if you bid on more than 
they wanted you to or less, they would call you about things like that, 
and, if it is a matter of clerical error, why you can send a letter tof 
them to correct it. 

But as far as changing your bid, why, we have never had af 
opportunity to do that. 
Ae enator Kerauver. You never get an opportunity to change your 
id? 

Dr. Maney. No, sir. 

Senator Keravuver. You heard what Mr. Brush said about finding fF 
out this information in some way or another through the services 
themselves. Do you get any information from the services that would 
enable you to know what the others are going to bid ? 

Dr. Maney. We never have. There is a commercial service, how. f 
ever, that will give you the amount that that item was bid in on it > 


and taken at the previous opening, you see, but that is all the in-f 
formation. 


Senator Kerauver. What is the name of that commercial service! | i 


Dr. Maney. I couldn’t give it to you now. I could look it up and 
send it to you. 

Senator Krravver. Will you please do so? ; 
Dr. Maney. Yes; they make a business of it, and we pay a fee for 
the reports on the previous bidding.* 

Senator Krerauver. But that doesn’t let you know what the next 
bid is going to be? 

Dr. Maxey. No, sir; only what the last one was let for. 

Mr. Dixon. Of course, these bids are publicly opened ¢ 

Dr. Maney. Yes. 

Mr. Dixon. If you had attended, you could find out ? 

Dr. Maney. Yes, but we are way out in the Midwest. 

Mr. Drxon. This keeps you from attending? 

Dr. Maney. That is right. E 

Mr. Dixon. I assume the service has somebody there and, when the | 
bids are open, they get the information ? 

Dr. Manry. Anyone can get that. 

Senator Keravver. Do you compete with larger companies in sell- 7 
ing to druggists out in the Midwest ? 

Ir. Maney. We certainly do. 

Senator Kerauver. On what product, for instance ? ; 
Dr. Manny. Well, in a number of fields. Take with the cardio 
vascular field here, we compete on prescription drugs, with vitamins 
in the nutritional end of the business, and in certain hormone prod- 
ucts that we make we compete that are on prescription. 

Senator Kreravuver. On ethical nie noes requiring a doctor’s pre 
scription, how do your prices to the druggist compare with those of [ 
the big companies ¢ 


Dr. Maney. I would say as a rule our prices would be somewhat § 


lower, although in some cases we have been higher. Apparently, § 
sometimes there are advantages in larger purchasing and there 


1Dr. Maney subsequently ay the name of the bidding service referred to: Fidelity F 
Bidders Service, 165 Broadway, New York 6, N.Y. 
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more efficiency on a large scale which we probably do not incorporate in 
our manufacturing, but there have been cases where we were actuall 


higher than some of the larger companies. But that isn’t true all 
» the time. 


Senator Krravver. Are you generally lower? 
Dr. Maney. I would say the same or slightly lower as a rule, yes, 


' most small companies are somewhat lower. 


Senator Keravver. But you feel that your product is just as good 


and is as efficiently made? 


Dr. Maney. Definitely Ido. In some cases it is better. 
Mr. Dixon. Do you have enough resources to spend for selling as 


| much as 24 percent of your sales dollar? 


Dr. Manry. Would you repeat that, please? 
Mr. Dixon. Do you have enough resources to make an expenditure 


' of as much as 24 percent of your sales dollar on selling expense? 


Dr. Maney. As selling expense. 
On our pharmaceutical specialties I would say yes. 
Mr. Drxon. In other words, your expenditure for your 20 detail men 


cet |. isequal proportionately to a large company that operates nationally 


irdice- 
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prod- 


3 pre 
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' avery large scale? 


Dr. Maney. I believe that it would run about that high, yes, be- 


| cause we have the same problems, advertising, detailing, and actually 
 Ithink in some cases our costs in getting started at least, we may even 


have to spend more than that. 4 
Mr. Dixon. We heard from a witness for Premo Pharmaceuticals 


| that it was so expensive to hire detail men, they had to give it up, that 
| theexpense was too much. 


Your testimony is that your expense is very high if not higher, is 
that it? 


Dr. Maney. I would say that the total costs may run that high on 


| the specialties, yes. 


Mr. Dixon. You talked about your total volume being $500,000. 


' That gives you a problem, I assume ? 


Dr. Maney. Yes, it does. 
Mr, Drxon. You say you bid on Government purchases. I would 


assume then that having submitted a bid, you have had your plant and 
| facilities inspected to qualify ? 


Dr. Manry. Several times. 
Mr. Dixon. You have had that done several times? 
Dr. Manny. As a matter of fact, we are committed to do certain 


| work for the armed services in the event of emergencies, and that has 


all been worked out. 
; a. Drxon. Then you are subject to their rigid controls and inspec- 
ion 

Dr. Maney. Definitely. 

Mr. Dixon. Have you met those requirements consistently ? 

Dr. Maney. Well, our record speaks for itself. 
_ Senator Kerauver. We asked everybody else how much their salary 
i, Your company is not listed on any exchange. 

Dr. Manny. Well, of course, after hearing what Mr. Brush got, I 
Would say I think I am underpaid. Money runs about 18. 

Senator Kerauver. About $18,000 a year? 
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Dr. Maney. Yes. 

Mr. Dixon. Do you have any stock option plan ? 

Dr. Manry. Nothing. 

Senator Keravuver. _ have some stock, don’t you ? 

Dr. Maney. I have lots of stock. 

Senator Keravver. This is a family owned company ? 

Dr. Maney. Yes, it is pretty much. My wife is also active in the 
business, so it is a family affair. 

Senator Kerauver. What does she do? 

Dr. Maney. Well, she keeps her finger on the cash register when 
T am here. 

— Keravuver. That is very important. Do you make a little 
profit ¢ 

Dr. Maney. Yes, we consistently show a modest profit, but mostly 
we plow it back in for growth. 

Senator Krerauver. What would be your profit after taxes? 

Dr. Maney. About 4 or 5 percent. 

Senator Keravuver. On investment, on net worth, or what? 

Dr. Maney. I would say maybe 3 or 4 percent. 

Senator Kerauver. On investment ? 

Dr. Maney. Yes, that would be on the total capital outlay. 

Senator Kerauver. How much do you make on sales? 

Dr. Maney. On our sales? 

Senator Keravuver. Yes. 

Dr. Maney. Our gross? 

Senator Keravuver. After taxes. 

Dr. Manry. Well, as I say, our net on our sales, we run items 
around 5 percent. 

Senator Kerauver. All right. Any questions, Mr. Chumbris! 

Mr. Cuumpris. Dr. Maney, you stated that you have two patents 
now; is that correct ? 

Dr. Manry. We are copatentee. 

Mr. Cuumeris. And the products that you have the patent on, how 
is that progressing as far as getting customer acceptance ? What | 
mean is customer druggist acceptance. 

Dr. Manry. We have very fine acceptance. 

Mr. Cuumpris. Do you have much competition in those two 
products ? 

Dr. Maney. Yes, there are other competitive products, yes, 

Mr, Cuumeris. And are you year by year increasing your bust 
ness ? 

Dr. Maney. Definitely on those products, definitely. 

Mr. Cuumpris. How many other products do you handle? 

Dr. Maney. About 100. ‘ 

Mr. Cuumpris. 100 products. Now, are they ethical or proprietary! 

Dr. Maney. Ethical. 

Mr. Cuumepris. All ethical? 

Dr. Maney. Yes. 

Mr. Cuumeris. And how are you going to do on those products! 

Dr. Maney. Well, I think our objective is to eliminate as many # 
possible in order that we can concentrate and do a better job on 
smaller number, as we have made progress in that field, too. 
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Our constant effort is to improve the line and we have constantly 
improved our sales program, and it is showing a nice progress, 

Mr. Cuumpris. And the 20 detail men that you have, they are out 
trying to interest the doctors and the druggists in your particular 
product ; is that true? 

Dr. Maney. That is correct, the same as the other manufacturers. 

Mr. Cuumpris. Now I notice that you have on detailmen 20 to 80 
employees, which is approximately 25 percent of your employees are 
detailmen ? 

Dr. Maney. That is right. 

Mr. Cuumemris. That is the reason for your high selling expenses— 
that is, selling and distribution expenses—your high ratio? 

Dr. Maney. Yes, that could be and is responsible. 

Mr. Cuumepris. And that is because you have a new young com- 
pany and you want to push the hundred products that your company 
manufactures ¢ 

Dr. Maney. That is correct. 

Mr. Cuumpris. Being a young company and having a higher per- 
centage of expenses in selling and distribution as was quoted to you,. 
the 24 percent, that also reflects in the lower profit on sales at this 
particular time ? 

Dr. Maney. Yes, sir; we are probably, as I indicated, you could 
show a greater net, but it is a matter of growing. 

You must plow it back into the business. 

Mr. Cuumpris. You are plowing it back and you feel that your 
higher percentage in selling and distribution costs in your detailmen 
10 years from now will bring back manifold. 

Dr. Manry. We hope so. 

Mr. Cuumpris. Of course, we have had testimony that other com- 
panies started at around $500,000 a year gross income and today are 
multimillion dollar corporations. Do you have much difficulty in con- 
vincing the doctors of the value of your particular product ? 

I mean do they understand the literature that you send out, the in- 
formation that the detailmen give them ? 

Dr. Manry. Yes. I think that I can add that we have some very 
prominent clinicians that are well-recognized in the medical profes- 
sion. They have published papers on the use of our products, indi- 
cating favorable results, which when shown to the medical profes- 
sion are convinced that the product is one that they would like to use 
for a certain patient, and then having used our products, finding them 
satisfactory, are very much more receptive to any new product that 
we would bring to them. 

They have confidence in us. 

Mr. Cuumpris. I don’t know whether this question was asked of 
you, but are you a practicing physician ? 

Dr. Maney. No, sir, I am a Ph.D. 

Mr. Cuumpris. Doctor of philosophy ? 

Dr. Maney. That is correct. 

r. Cuumeris. In chemistry. 

Dr. Maney. Pinesgeewutieal: chemistry, yes. 

Mr. Cuumpris. Do you feel that your research is the answer to ob- 
taining new products so that you can put them on the market ? 
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Dr. Maney. Very definitely. I believe that is the only future for 
an aggressive and growing pharmaceutical business. 

Mr. Cuumpnris. The only way for you to compete with the larger 
companies or get into their area of doing business, is to come up with 
or continue to come up with good and newer products. 

Dr. Maney. That is correct. 

Mr. Drxon. On that question, would you like to have a license to 
sell meprobamate? Could you afford to pay 5 percent royalty to mar- 
ket meprobamate ? 

Dr. Maney. Yes, I certainly could at the market price. 

Mr. Drxon. Could you afford to pay a 2.5 percent royalty to market 
Sparine? 

Dr. Maney. Yes. 

Mr. Dixon. In other words, if you were given the right of a licensee, 
you would apply for many products, would you not, that are on the 
market today ? 

Dr. Maney. I think that would be the tendency to try to handle 
some of the more potent new drugs as they come out. I might add 
this, however, that there has been some tendency by larger firms to 
license you on products that they are not themselves going to promote. 

They may have two products that are very similar. They may 
license you for the other product, for example. 

Mr. Dixon. If you had first call on Rhone-Poulenc’s discoveries, 
would that be a valuable right ? 

Dr. Maney. I would say it would be a valuable right. 

Mr. Dixon. If you had these rights and if you could obtain these 
products and market them, would you not expect to obtain the re- 
sources where you could then engage in fuller research ? 

Dr. Maney. That is correct. 

Mr. Cuumpris. But Dr. Maney, if you come up with your own dis 
covery, your chances of growing are much faster, aren’t they, than 
depending upon somebody else’s patent and licensing from a patent. [ 

Dr. Maney. My opinion is that it would be better to develop your [ 
own, and we are developing them. 

Mr. Cuumpris. Yes. 

Senator Keravver. I think the main point of Mr. Dixon’s question [ 
was that if you were to be a licensee on Sparine and meprobamate or 
some of Rhone-Poulenc’s products, you would like to make them and 
there would be more competition in those fields, is that correct? . 

Dr. Maney. Definitely. 

Mr. Cuumpris. Dr. Maney, how many drug manufacturers ar 
there in the United States? Over 1,300, aren’t there? Is that cor 
rect, 1,300? 

Dr. Maney. I think there are around that number. 

Mr. Cuumpris. Now let’s say all 1,300 applied for a license to do 
bere aes Dixon has just suggested. Would that help the drug in- f 

ustry ¢ 

Tie Meni. I am not sure that it would. I mean there would cer- fF 
tainly be more manufacturers, but I can’t say that it would help the 
drug industry. 

Mr. Cuoumpnris. I thought there was some indication that we have fF 
too many different products on the market in certain fields? 
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Dr. Maney. Well, you might take your statement, for example, 
and consider you had 1,300 trade names for meprobamate. 

It would certainly be confusing to the druggist and to the medical 
profession trying to keep them straight. 

Senator Krravuver. But, if everybody sold meprobamate under the 
generic name—— 

Dr. Maney. It would be the same as aspirin then. 

Senator Kerauver. If you had a license from Carter, for instance, 
to manufacture and sell under their trade name, there wouldn’t be 
any confusion. 

Dr. Maney. Not only the chemical name, no. 

Senator Kreravver. All right, Mr. Kittrie. 

Mr. Kirrrie. Since the purpose of the subcommittee is to deal with 
the effectiveness of the antitrust laws, I would like to get your 
response to one question. We had Mr. Hoyt here who testified that 
in 1930 he purchased an interest in and became the operating head 
of the company which then had an annual sale of $550,000. 

That is about the amount that you sell right now. 

Dr. Maney. That is correct. 

Mr. Krrrrie. Do you feel that now, 30 years later, the small com- 

anies like yours have less of a chance to succeed because the antitrust 

ws now are not as good and as effective as they were at that time? 

Do you expect that in 30 years you may be doing as well as Mr. 
Hoyt is doing? 

Dr. Maney. First I would like to say I hope so, and then add the 
statement that I still feel that there is a place for a small business in 
this country, in the pharmaceutical field. 

It is not easy, but for the man that is willing to pay the price 
and has the ability, he can build a successful pharmaceutical business 
today. The development of original drug products is becoming more 
difficult. It is harder today also than it was a few years ago. It is 
much more difficult to put a new drug on the market, that is one 
that must be tested from its infancy through the toxicity and phar- 
macological and clinical stages. 

Food and Drug is putting a great deal more work into new drugs, 
and their scrutiny is much closer where the testing before required 
maybe one or two test handlers it is now four or five running up to 
a os period of 2 or 3 years before that drug can be placed on the 
market. 

So you can understand why the cost and the effort in placing any 
new drug on the market now is more difficult. But it can be done, is 
going to be done and we are doing it. 

Mr. Krrrrre. Certainly this subcommittee is interested in the 
encouragement of small beclen We believe it is the small com- 

anies that help preserve our free enterprise system. But if you 

ve a small company that becomes successful, then it usually ceases. 
being a small company. Then it becomes a big company. 

Dr. Maney. Well, I don’t know. That would depend on your defi- 
nition of a small company. 

Mr. Krrrrie. Don’t you suppose that Mr. Hoyt, when he bought 
his company, probably thought he was starting a small company, too? 

Dr. Manry. That is correct. However, it was a small company. 
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Mr. Cuumpris. Dr. Maney, if through your research you should 
find a compound to cure multiple sclerosis or to cure cancer or to cure 
the diseases that have not yet been, that we have not yet found a drug 
to cure but we have merely found a drug to abate, your $500,000 com- 
pany will be just as big at Mr. Hoyt’s, won’t it? 

Dr. Maney. I would say it could be. 

Mr. Cuumpris. And the research will do that. 

Dr. Maney. That is right, along with the product. You must pro- 
mote it effectively and operate your business. 

Mr. Cuumpris. I think Dr. Berger brought that out when he for 10 
years could not promote his product. 

Dr. Maney. That is right. 

Mr. Cuumepris. Until Hoyt took it over. 

Dr. Maney. That is important. 

Senator Kerauver. Dr. Maney, we certainly do thank you very 
much. I want to say that it is good to see an enterprising, efficient, 
and good little company trying to get along in the world. I think 
we all agree and hope that little companies like yours can sustain your- 
selves, can keep in business and grow some. If they could get more 
licenses for some of these products, we would have more competition 
and we would have lower prices all the way around; isn’t that true! 

Dr. Maney. That, of course, is an academic question. Some of 
these licenses that I have seen, the prices have not materially dropped, 
but it is logical to assume that if there is a free market and there are 
no restrictions, then, of course, I think you can see what happens to 
drugs like aspirin, sulfa; that speaks for itself. 

Senator Kerauver. Thank you very much. 

Dr. Maney. Thank you, sir. 

Senator Krravuver. Tomorrow we will have Mr. Myron Pantzer, of 
the Panray Corp., Englewood, N.J., and Mr. T. F. D. Haines, presi- 
dent, Ciba Pharmaceutical Products, Inc. We will stand in recess 
until 10 o’clock in the morning. « 

(Whereupon, at 4:55 p.m., the hearing was recessed, to reconvene 
at 10 a.m., Friday, January 29, 1960.) 
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FRIDAY, JANUARY 29, 1960 


U.S. SENATE, 
SuscoMMITrree ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a.m., in the 
caucus room, Old Senate Office Building, Senator Estes Kefauver 
presiding. 

Present : Senators Kefauver (chairman) and Hart. 

Also present: Paul Rand Dixon, counsel and staff director ; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for the minority ; 
Nicholas N. Kittrie, special counsel for the minority; Dr. John M. 
Blair, chief economist; Dr. E. Wayles Browne, Jr., economist; Dr. 
Irene Till, economist; Herschel Clesner, special consultant; Paul S. 
Green, editorial director; and Gladys E. Montier, clerk. 

Senator Krrauver. From time to time various witnesses from the 
medical profession come before this committee, as would be expected, 
as do manufacturers of drugs. I want to point out, as I am sure 
everyone knows, that we could not, and have no right to, censor or 
undertake to censor the statement of any witness who comes before 
this committee. As a matter of fact, the staff and the rest of the 
members don’t usually know what they are going to say. 

_ I want to make it very clear that, in the preparation for these hear- 
ings, our relationship with physicians and the medical profession, and 
particularly the American Medical Association, has been very pleas- 
ant. They have cooperated fully. We have had no trouble, nothing 
but the fullest cooperation. They have exhibited extreme interest in 
what we are trying to do, both in conferences and in letters to the com- 
mittee, and have given us valuable assistance. 

_ Tam glad to see that the American Medical Association is further- 
Ing its efforts to prevent false and misleading advertising to doctors. 
Thave here a recent editorial from the American Medical Association 
News, which reads in part—I will ask that the whole statement be 
printed in the record. 


In serving its aims to promote science and the betterment of public health, the 
American Medical Association communicates regularly with the physicians and 
Professional people in allied fields, and the public through its various publica- 
tions, advertising is sold in these publications when (1) purchase of space rep- 
resents a sizable expenditure to the other advertisement; (2) when the adver- 
tisement does not interfere with or seriously detract from the purposes of pub- 
lication; (3) when the advertising properly meets the standards established for 
the publication. Current study to clarify advertising standards is a part of the 
review and reappraisal of the American Medical Association’s activities, since its 


Teorganization in 1958, and apparently since that time this committee has been 
working very diligently. 
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I want to congratulate the association and the medical profession 
on their aims and objectives, which are the same, I feel, as the mem- 
bers of this committee have—fair advertising, presenting all sides, 
nothing misleading, nothing false, and to get the best medication for 
the people of the United States at reasonable prices. 

Our first witness today is Mr. Myron Pantzer, vice president of 
Panray Corp., Englewood, N.J. 


STATEMENT OF MYRON PANTZER, VICE PRESIDENT, PANRAY 
CORP., ENGLEWOOD, N.J. 


Senator Kerauver. We are glad to have you with us, Mr. Pantzer, 

Mr. Dixon, do you wish to ask some questions ? 

Mr. Drxon. Mr. Pantzer, before you read your statement, would you 

ive a description, in your own words, of your company, its activities, 
its relative size, and the number of products that you manufacture! 

Mr. Panrzer. Thank you. I should first like to identify myself. 
My name is Myron Pantzer, and for the record I would like to spell 
it, P-a-n-t-z-e-r. I reside in Englewood, N.J. I am vice president 
of the Panray Corp., which has its operation and plant in Engle. 
wood, N.J. 

‘The Panray Corp. was organized by two individuals some 12 years f 
ago, with a dedication toward a highly specialized and highly oriented 
field of medicine, which at that time seemed to be entirely neglected; 
namely, the chemotherapy of tuberculosis. Since 1947, we have con- 
centrated, by research and product development, to bring to the TB f 
field chemotherapy, which we feel has been significant in reducing 
the incidence of TH in the United States and also effecting a signific F 
ant remisison rate in those cases which were hospitalized, in many 
instances, for many years. 

For our entry into the TB field, we chose an old chemical compound f 
which had been reported out. of Sweden as apparently being ex 
tremely active against TB. This compound, which is known chemi- 
cally as para-aminosalicylic acid, was put into our research and de- 
velopment division 

Senator Keravver. Will you spell the name of that acid ? 

Mr. Pantzer. Well, we use the foreshortened nomenclature, amino- 
salicylic. 

Senator Kreravuver. It is an acid? 

Mr. Pantzer. Yes; it is a compound. 

Senator Keravver. If that is an abbreviation, then I forgot what 
you said the full name was. 

Mr. Pantzer. Well, we did identify the nature of the compound by 
affixing the description “para.” For the sake of the record, I would 
like to say that I am a trained chemist. 

The compound was given the trademark, Parasal, and it has been f 
marketed ever since an effective new-drug application was cleared in 
late 1947. 

Early in its marketing we saw that the compound was. not the 
answer to TB, but it has emerged and stood with us steadfastly 
our greatest volume producer since that time, primarily because 0 
the need for its utilization alongside the more important drug, which 
is Streptomycin. 
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We continued our concentration in the TB field, and very shortly 
became aware of another drug, generically known as isoniazid, chem1- 
cally known as isonicotinic acid hydrazide. This compound was first 
tested at the Seaview Hospital in Staten Island. Some of you gentle- 
men may recall some of the pictures that were vividly shown in Life 
magazine of severely and chronically ill TB patients, literally, danc- 
ing in the aisles. 

The compound is a very important addition to the TB field. We 
did not discover the compound; the compound itself had been known 
for many years as a compound without any specific use. 

The earliest work on the compound was done by Hoffmann-La Roche 
and Squibb. We eventually secured a license agreement from them. 
We entered into the research and development of the compound, and 
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1 you § also secured an effective new-drug application. We have marketed 
rities, | this material successfully with our Parasal since 1952. 

ture! — In 1953, we took a long, hard look at another area in the TB field— 
yself. 

spell 





and again I emphasize our orientation has always been the TB pa- 
tient—we took a long, hard look at the tremendous number of TB 
cases that were to be found in many of our mental hospitals through- 
out the United States. The purpose of our research was to determine 
how we could handle the twofold manifestation of psychiatric dis- 
| order and the TB process. We thought that it would os wonderful if 
we could apply some other drug, in the emerging field of chemopsy- 










acted; F chotherapy, that could be used with our isoniazid and our Parasal. 
econ — Weare avid readers of the world technical journals, which are avail- 
ie TBF able to any thinking man in the pharmaceutical field. We took a look 





at a paper that appeared in a remote East Indian medical journal, 
jv described a piece of medicine which was simply a rediscovery of 
the past. 


e were dealing with a compound, known as chandrika or snake- 








pound F root. This, reportedly, did some very wonderful things in mental 
ig eX: F disease. 

hemi — We decided in 1953 and 1954 to investigate the nature of this par- 
id def ticular development. We corresponded with the clinical worker who 





» had reported it in the East Indian medical journal. We soon found 
| ourselves in possession of the facts. 
_ After some further exploration, we were able to secure small quanti- 
ties of this Rauwolfia serpentina, which we put into research .and 
eventually marketed as a product, known as Koglucoid. 
From there, we transmitted our activity to the reported work, that 
| Was appearing in the medical journals, most of which had been done 
| by Ciba. They described a specific alkaloid in Rawwolfia serpentina, 









+ what 






ind by § which seemed to manifest marvelous tranquilizing and sedating 

would  poperties. An alkaloid which had been identified by them as 
, Neserpine— 

is beet F Senator Kerauver. Sold by Ciba as Serpasil ; is that correct ? 

iredi0— Mr. Pawrzer. But generally it is Reserpine. We became interested 





inthis further development, because we were already heavily involved 
with Rauwolfia serpentina. Through some friends in the industry, 
We were able to make contact with the Riker Laboratories in Cali- 
fornia, and started to secure some quantities of Reserpine, which we 
again put through the normal procedures of clinical evaluation, new- 
tug application, and, eventually, marketing. 
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Our list goes on endlessly with this type of situation. In the field 
of surgery, directed wowand the tuberculosis patient, we chose a small 
development in a license-free, royalty-free compound that was avail- 
able to us from the U.S. Department of Agriculture, a modified form 
of starch—physically, not chemically—which appeared to have the re- 
markable property of hemostasis, the ability to clot blood. We did 
some research with this compound, and came up with a line of prod- 
ucts that are used surgically today as physical devices for controlling 
bleeding. Some, we seem to feel, are lifesaving in their very nature. 

Presently we are engaged in trying to get to the end, the foreseeable 
end, of tuberculosis as a problem in the United States. We are work- 
ing very closely with the profession in developing a tuberculin test 
which will be suitable for mass screening operations. Our prob- 
lem in this field is: Although we have cut morbidity, we have cut 
mortality; we still have a tremendous percentage of the U.S. popu- 
lation, estimated to be somewhere between 25 to 30 percent, who are 
harboring the tuberculosis germ. It is from these people, from these 
40 to 50 million people, that 100,000 new cases of tuberculosis are 
diagnosed, hospitalized, and brought under treatment. 

Our dedication in this direction is to find a method of testing the 
entire U.S. population cheaply, simply, and painlessly so that we 
can find these positive reactors, bring them under observation, and 
subsequently under treatment. 

What we have been involved with in the last 10 years, from my de- 
scription, is a research and development picture almost entirely geared 
toward the institutional field. Almost 80 percent of our busines 
comes from institutional or hospital sources. A good portion of our 
business also comes from the competitive bidding market. Despite 
this—— 

Senator Kerauver. What percentage? 

Mr. Panrzer. Well, the 80 percent of TB drugs might be made up, 
in that fraction, of about 30 ‘percent that comes to us under formal 
bidding through the Military Medical Supply Agency, the Veterans’ 
Administration hospitals, State, city, and county groups. The 20 per- 
cent that we are very happy with is something that has come to us 
almost without effort. This is the prescription business that comes 
from the drugstore level through the wholesale druggist. We do not 
have a detailing force to speak of. Our entire selling organization 
consists of four people. We have a heavy educational program, 4 
technical educational program, that. is geared toward those men who 
make up the hospital staffs of all our hospitals throughout the United 
States. We are continuously educating the clinician. We are cot- 
tinuously educating the ienal hanital pharmacist, and we get a spil 
lage effect. Apparently our products are good. They do a job 
the hospital. Most of these men, who are associated with hospitals 
also have their own private practices. It is from their private prac 
tices that we have had a very gratifying prescription business, which 
sort of spills over to us from the institutional phase. 

Senator Krrauver. You said that was 20 percent of the—— 

Mr. Pantzer. About 20 percent of our total business. 

Senator Kerauver. Of your total business? 

Mr. Pantzer. That is right. 
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Now, I feel that the ability of small business in the pharmaceutical 
field—and it is hard to classify what a small drug firm is in the 
pharmaceutical field—I would use some of the standards that the 
government has more or less singled out, namely, that a firm having 
500 or less ro could be considered to be a small business. But 
be it as it may, if we measure it by dollars, whether we measure it by 
size of plant, or whether we measure it by the number of employees, 
small business today does not face a monopoly on brain power. Small 
business can survive and do a vital part in this important pharmaceu- 
tical industry, which has brought such standards of good health to the 
American public. This is the way we did it; this is the way we are 
going to continue to do it; this is the way we are going to continue 
to grow and get there: by specialization. I think small business 
must take a look at its financial capabilities, its distributional capabil- 
ities, its staff capabilities, its selling capabilities, and determine 
whether it is capable of handling this vast medical profession. We 
are dealing with some 150,000 practicing physicians. It is a hurd 
task to bring your message, selling message, your educational message 
to the attention of every physician. And, gentlemen, it is a very 
— task. 
e specialize—we are specializing in the tuberculosis field. We 
feel that we have not even started to grow there, and that we will 
grow. We feel that we are doing a highly significant job, and are 
experiencing a highly gratifying personal return. 
mall business can concentrate on local medical markets. They 
must not by necessity, try to grasp all of this tremendous national 
and world market. Small business must dedicate itself so that it does 
not wait for others to perform, for others to produce, for others to 
identify. Small business must do its own original work. It must 
follow the pattern of clinical work. It must evaluate its own drugs. 
It must not wait for the scraps to be thrown off, because there is ample 
opportunity. 
mall business must remember that this pharmaceutical business is 
no longer an art. We are in a highly scientific field. We are in a 
highly exacting field. We are not trying any longer to produce only 
elegant pharmaceutical preparations. We are trying to produce, 
today, pharmaceutical preparations that make a contribution to our 
national health and give us the power and privilege to enjoy, this 
country. 

Small business can find, by simply looking beyond its nose, that 
the world technical literature—from the East, from the West—is 
full of developments almost in every published medical journal. It 
must learn to screen. It must learn to take the gamble. Some of 
these developments, most of which cannot be protected by patents, 
are open to them, and they can be first through many new avenues. 

The greatest avenue in the ethical pharmaceutical field is the ability 
to secure, after a very hard road of work, an effective new drug appli- 
cation under our Food and Drug Act, which permits us to market com- 
mercially to the ethical profession, the ethical medical field. 

_ Anew drug application can do more for you, sometimes, than an 
issued patent. A new drug application can give you the adaptibility 
and the mobility to be first. And, gentlemen, the most significant fac- 
tor in this field—I don’t care what anybody says about patents—is 
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your ability to be the first, because by being first you carry through by 

ropulsion a major share of the market. We have proved it with 
Pareeal, the first drug I mentioned. We were first in 1947. We had 
some 70 competitors by 1950. The competitors have dropped by the 
wayside. There are some very substantial ones left. But, I say today 
that we do the major share of business on aminosalicyclic acid, for the 
treatment of tuberculosis, in this country with a drug that is not pro- 
tected by patents. 

Small business must be alert to developments—— 

Mr. Cuumeris. Of the 70 competitors, were they large, small, or 
medium ¢ 

Mr. Pantzer. I would say all varieties, sir. 

Mr. Cuumeris. All varieties? 

Mr. Panzer. Yes. 

Mr. Cuumprts. And still you were able to maintain that No. 1 prod- 
uct that you got in 1947? 

Mr. Panrzer. That is correct, sir. 

Mr. Cuumpris. And the other competitors you said fell by the way- 
side? 

Mr. Pantzer. Fell by the wayside. 

We have conducted, in our slow, deliberate expansion, a plant mod- 
ernization program. We were initially located in New York, in the 
early fifties, in what we could call today an old-style, outdated plant. 

In 1958 we moved our plant to Englewood, N.J. We feel that we 
have a pharmaceutical lab—and I call it laboratory, because every 
facet of our business of production is controlled by the laboratory— 
and I feel that we have a plant that we can be proud of as being ex- 
emplary of what the industry needs. 

We have increased our technical staff. We are constantly in a proe- 
ess of learning and increasing our know-how. 

We believe and subscribe to good plant housekeeping—— 

Senator Kerauver. What do*you mean by technical staff? Do you 
mean your research staff ? 

Mr. Panrzer. Our research staff, our chemists. We are small. We 
employ some 50 people, but I would say about 15 percent of those 50 
people are research and laboratory people. 

We believe good plant housekeeping is necessary to maintain our 
plant the way you would maintain your home. We place a tremen- 
dous emphasis on our reputation to the medical profession—and we 
try to justify it, and the justification has been by our growth. 

Above all, we never enter a facet of negative thinking. I think a 
firm begins to die when it loses its optimism and it loses its enthusi- 
asm. We are fully aware of the food and drug requirements, and we 
follow them to the letter. We do not look for or seek any shortcuts. 

And, gentlemen, this is my formula for how a small pharmaceutical 
company can survive and grow in this highly competitive pharmacev- 
tical field. 

Mr. Drxon. Mr. Pantzer, with respect to your product, Parasal, 
I gather from your description that it was a product that had long 
been known in the field, is that correct ? 

Mr. Pantzer. That is correct, sir. 

Mr. Drxon. You applied for a new product application, you made 
such application, and eventually were successful ? 
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Mr. Panizer. A new drug application. 

Mr. Dixon. You did not apply for a patent ? 

Mr. Pantzer. We did not apply for a patent. 

Mr. Drxon. No one in this country holds a patent? 

Mr. Pantzer. The patents issued on para-aminosalicylic acid were 
process patents. They are not patents held on the compound, strictly 
chemical process patents. 

we. ne There were many ways to manufacture the same com- 

un 
Mr, Pantzer. That is correct, sir. 

Mr, Dixon. You made mention of the fact that some 70 drughouses 
entered into the manufacture of this product. I assume there were 
avariety of prices offered on it ? 

Mr. Pantzmr. Quite. 

Mr. Dixon. Were their prices higher than your prices for the same 

roduct ? 

. Mr. Panvrzer. I should: like to answer that with a brief description 
of the many forms in which we manufacture this particular para- 
aminosalicylic acid. The drug itself has a tendency to irritate the 
gastrointestinal tract. The drug must be taken in huge doses—some 
12 grams daily are taken—which means that a patient under treat- 


_ ment must take 24 tablets. This becomes a tremendous ingestion of 


the drug, and can, in many people, cause gastrointestinal upset. 

To overcome the deficiencies of this drug, even though it had these 
toxic side effects, we developed special dosage forms. And briefly, we 
started out by marketing the free acid, which I identified earlier as 
para-aminosalicylic acid; we then switched to the manufacture of 
the sodium salt of para-aminosalicylic acid, because it was less irritat- 
ing and more neutral to work with as far as ingestion was concerned. 

And briefly, what we have evolved is some 20 to 35 dosage forms 
of the same drug; all performing the same clinical work, but differing 
as to degrees of toxicity—and the toxicity that I referred to is this 
gastrointestinal upset. 

Now, in those special forms where we were first, although our prices 
are slightly higher than some of the competitive prices, we have main- 
tained a very large, rewarding business. The reward has been on this 
level. In tuberculosis we are dealing with a disease that is in the bulk 
supported and paid for through massive public funds. And what we 
endeavored to do here was to have certain areas of PAS therapy— 
and if I can use a foreshortened chemical name PAS therapy—cer- 
tain areas of PAS therapy can be very cheap. In order to keep this 
level of cheap prices, we had to have certain dosage forms which re- 
turned to us slightly more. By averaging our prices, we were able 
tostay with the competition. 

Mr. Dixon. There seem to be obvious advantages to have some 70 
Se of a given drug in this country. Would you agree with 

at ¢ 

Mr. Panrzer. In this particular case, it was a very gratifying thing. 
We started out with a very reasonable price, based not on a desire to 
want to get a high price, but on the course of the therapy—not the 
cost, but the course—which can run as much as 2 years with the aver- 
age TB patient, and rarely less than 4 or 5 months. 


35621—60—pt. 16-31 
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Senator Keravuver. Before you proceed, Mr. Pantzer, I wish to in- 
troduce you to Senator Hart of ‘Michiene, who is a distinguished 
member of this committee. 

All right, Mr. Dixon. 

Mr. Drxon. Mr. Pantzer, the statement is frequently made that re- 
search of drugs is done primarily, though not only, by big companies, 
Do you have a comment on that ? 

r. Pantzer. I don’t subscribe to that. I think there are many 
small companies in our category and slightly larger who conduct an 
adequate research program. 

r. Dixon. Obviously from your description, you are doing a re- 
search jo in your company. 

Mr. Pantzer. We are. 

Mr. Drxon. Can you name other small companies that have come 
- a now products by research—small companies in our way of 
thinking ? 

Mr. eases Well, offhand, I don’t have a list before me, but here, 
again, we have to deal with the concept of what constitutes a small 
company. Would you call G. D. Searle a small company? I don't 
know what their sales figures are, but they are relatively small in con- 
trast to some of the giants, and they are producing some wonderful 
products. Lakeside Laboratories in Milwaukee, a small company 
which has done a great deal in the diuretic field, and has been most 
progressive in its research program. The Stuart Co., on the west 
coast, which has done wonderful work in the vitamin field, the nutri- 
tion field. I think you can find a tremendous list of small companies 
that are doing an adequate job in this field; this is a growing and a 
healthy pattern. 

Mr. Drxon. Mr. Pantzer, during your preliminary statement you 
mentioned, I believe, that 8 percent of your business went to the Gov- 
ernment or to hospitals. 

Mr. Pantzer. That is correct, sir. 

Senator Keravver. I understand 30 percent was on formal bidding. 
Was that 30 percent of that 80 percent ? 

Mr. Panrzer. That is right. 80 percent is our institutional, about 
30 percent of that 80 percent is our formal bid business. 
aoe Drxon. In other words, 30 percent of the 80 percent was formal 

ids? 

Mr. Pantzer. Yes. 

Senator Kreravuver. Did you say 80 percent or 8 percent? 

Mr. Panrzer. Eighty. 

Mr. Drxon. I am glad to have that correction. 

Senator Kerauver. What is the other part of this 20 percent? 

Mr. Panzer. 20 percent is business that we get from the whole- 
sale and retail drug duane: 

' Senator Keravver. That is where the doctor writes a prescription 
or it? 

Mr. Panzer. That is correct, sir. 

Senator Keravver. I see. 

Mr. Dixon. Mr. Chairman, I have an exhibit that I would like to 
have marked as exhibit 211. It reflects the various awards by MMSA 
and the Veterans’ Administration to Panray, during the past several 
years. 

Senator Keravver. Let it be made an exhibit. 
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(Exhibit No. 211 follows :) 


Awards by Veterans’ Administration to Panray 
RESERPINE TABLETS, 0.25 MG., 1,000’s 


Contract No. Date Unit price 





V7023P-5009. 3, 1958 $1.10 
Ee a ccc cacncdasvevakewdscanucnaannensaataee Soeneeee ane nsaaioen tee 1.10 


ASCORBIC ACID TABLETS, 0.05 GM., 100’s 


July 23, 1957 
Dec. 3, 1957 
Apr. 2, 1958 


June 18, 1958 


PYRIDOXINE ECL. TABLETS, 50 MG., 100’s 


Sept. 26, 1958 
May 19, 1959 


Awards by Military Medical Supply Agency to Panray 
RESERPINE TABLETS, 0.25 MG., 1000’s 





Contract No. Date Unit price 


Nov. 29, 1956 $1.10 


Jan. 30, 1958 70 


THIAMINE HYDROCHLORIDE TABLETS, 50 MG., 100’s 


Dec. 14, 1956 
Feb. 26, 1957 
Apr. 23, 1957 
.-| Jan. 10, 1958 


NICOTANIMIDE TABLETS, 0.05 gm. (%GR.) 100’s 


Apr. 12, 1957 0.16 
May 8, 1958 18 


Mr. Dixon. On the subject upon which we are having hearings to- 
day, tranquilizers, and specifically reserpine, you are the successful 
recipient of a bid on November 29, 1956, for reserpine tablets, 25 
milligrams, at a price of $1.10 per bottle of 1,000. You received the 
award. On January 30, 1958, for the same type tablets, 25-milligram, 
in bottles of 1,000, you were the successful bidder, and your unit price 
then was 70 cents. 

From the Veterans’ Administration you likewise were successful in 
Winning two awards on reserpine tablets, 25-milligram, in bottles of 
1,000; on January 3, 1958, your unit price was $1.10, and on Decem- 
ber 31, 1958, you again received an award for your unit price of $1.10. 

There are other products reflected on these exhibits, from both the 
VA and MMSA where you were the successful bidder. On vitamin 
B,, you won four awards, and on niacin you won two awards. Both 
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of those were to the Military Medical Supply Agency. With respect 
to the Veterans’ Administration bids, you were successful on two 
other types of products, for vitamin C in four awards, and for vita- 
min B, in two awards. 

To win these awards, in fact, to be eligible to bid at all, it is true, 
is it not, that you have to meet very exacting standards set up by 
both of these Government agencies ? 

Mr. Panzer. ‘That is correct, sir. 

Mr. Dixon. Would you describe these standards ? 

Mr. Panzer. Well, each of these products, particularly those in- 
volved with the Military Medical Supply Agency, which has prob- 
ably done the most intensive job in developing specifications for drugs 
ind developing quality control and assay procedures, we find that, 
in order to meet these specifications, we must maintain a completely 
Squtpped, modern, up-to-date laboratory, staffed by proper people 
who are capable of supervising all in-process controls such as produc- 
tion and setting up suitable quarantine situations on drugs that move 
from department to department. Each of these steps is handled and 
supervised by the laboratory. 

ur premises have been inspected with great regularity by the Mili- 
tary Medical Supply Agency and other Government agencies. We are 
happy to report that we have never had any incidents that required 
any type of correction. We feel we are qualified to handle the most 
complex requirements, even from the standpoint of the cosmetic end of 
the ee field—and by that I mean the physical inspection 
of pharmaceutical tablets and capsules that are produced by us—they 
must not only be up to specifications, but they must look good. 


Senator Krravver. I believe we were informally told the other day 
that the Military Medical Supply Agency has its own inspection teams 


to check your quality control and everything else which you have de- 
scribed, and then, also, the Veterans 
inspecting. ° 

Mr. Pantzer. That is correct, Senator. 

Senator Keravuver. Your quality control, on inspection, was fully 
approved by both of these agencies, and you have never had any 
incident ? 

Mr. Pantzer. That is correct. 

Senator Kerauver. You feel that your quality control and the 
things that you have described are as good in your small plant as in 
large- or sel ittin- Aine companies ? 

Mr. Pantzer. We think it is equivalent. 

Mr. Drxon. Mr. Pantzer, I note from the information which we 
just put into the record that you were the successful recipients of an 
award to sell reserpine tablets to the Military Medical Supply Agency. 
They asked for these bids generically, did they not? 

Mr. Panzer. That is correct, sir. 

Mr. Drxon. So, obviously —— 

Senator Keravver. Generically, this is reserpine? 

Mr. Panrzer: That is correct, sir. 

- Mr. Dixon. We will develop this more fully later, but I believe the 
domestic subsidiary of Ciba, or Ciba U.S., holds a patent in this area, 
and markets its product as Serpasil. You stated, I believe, that you 


Administration does its own 
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were able to obtain your reserpine from Riker Laboratories in Califor- 
nia. Isthat your source of bulk material? 










































































te nt Pantzer. No; at that time, I believe, the Ciba patent had not 
issued. 
‘ie Mr. Drxon. It had not issued ? 
y Mr. Pantzer. It had not issued. 
oor Soman. After it was issued, where did you get your bulk ma- 
terials ? 

i Mr. Panrzer. We were able to receive our material from the Fine 
als Chemical Co. of Canada Ltd., who had entered into an agreement with 
__-. —§ Ciba, and, to the best of our knowledge—we never had this in writ- 
het ing—they were paying Ciba a royalty on the raw materials. And 
at this very selling of the raw material to us gave us a royalty-free priv- 
| , lege to manufacture the reserpine into the end dosage form. 
tye. r. —— Did you apply for a license from Ciba, U.S., for re- 

srpine 
‘aa Mr. Pantzer. After discussing the matter with our patent attorney, 

” we were advised that the royalty was being paid on the level of b 
Mili manufacture, and there was no necessity for us to apply for a license. 
a Mr. Drxon. In other words, you had access to this bulk material in 
a other places ? 
so st Mr. Panrzer. That is correct. 

a f Mr. Dixon. It was from this bulk material that you produce your 

. r O* | reserpine tablets? 

‘aa Mr, Panrzer. That is correct. 

a Mr. Drxon. And on which you bid in response to invitation by the 

» da Military Medical Supply Agency. 

ai Yesterday, Mr. Brush of American Home Products stated, in an- 

ve de | wer to some a that the chairman put to him on his mepro- 

: -_ bamate bids, that he had been notified by Government purchasing 

win agencies when a competing firm had offered a lower bid and then of- 
fered a chance to meet or beat that bid. 

fully Senator Keravver. I think he said he had information from the 
j any neles as to what the last bid was, or what they had filed in the way 

of prices; that the information in some way came to him from which 

hecould figure the next bid. Go ahead. 
‘the Mr. Cuumpris. Mr. Chairman, I do believe that Mr. Brush—the 
t asin | ord would reveal that this procedure only applied when the bid 
a was identical. 

Mr. Dixon. I think he had negotiated —— 

‘ch we | Mr. Cuumpnts. I think the record will speak for itself. 
sof an | Senator Keravver. Let the record speak for itself. 
“gency. Mr. Dixon. Let me ask you: Are given an opportunity to do more 
° than bid once ? 

Mr, Panrzer. I would like to speak only for our own house, I don’t 
know what goes on in Mr. Brush’s house, and, frankly, I am not inter- 
sted. I should like to say something about how these things come 
about and what the usual practice is. To the best of my knowledge, 

‘eve the & ‘here are two types of bids that we receive from the MMSA, the Mili- 
is area, & “ty Medical Supply Agency; one is a negotiated bid and the other is 
hat you § “open bid—— 





Senator Kerauver. Open, advertised bid? 
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Mr. Pantzer. Open, advertised bid. In the case of the open bid, 
and in the case of the negotiated bid, we have a specific deadline date 
at which that bid must be returned to the Military Medical Supply 
Agency in Brooklyn. In the case of the negotiated bid, there is no 
public opening; it must be returned during the course of the business 
day stipulated. In the case of the open bid or advertised bid, there is 
a specific time and public opening, at which time any representative 
can enter the bidder’s room and listen to the bids as they are opened, 
In the case of the open, advertised bid, if we are not the low bidder, 
we simply do not get the bid. In the case of the negotiated bid, if we 
are not the low bidder, we simply do not get the bid. 

Senator Kreravver. You don’t mean negotiated; you mean an ad- 
vertised bid ? 

Mr. Panrzer. In case of both, we have to be the low bidder. Nov, 
there is also the second qualification pertinent to the type of firm that 
is bidding. If the firm is not qualified by military medical—and mili- 
tary medical before they will disqualify a bidder will send an inspec- 
tion team out to see the plant—the bid will normally be awarded to 
the next lowest bidder. Now, we never at any time know anything 
about an open bid until we actually get it from one of the bidding 
services or attend the openings ourselves. 

Now, there are many facets of military medical bidding that ar 
very graciously held aside by the Government for small business 
And I believe the classifications—I do not have the Army regulations 
here this morning—will classify a firm as a small business if it has 500 
or less employees. 

Now, if the successful bidder on either an open bid or a negotiated 
bid has been a large business they are technically not eligible to be 
considered for a set-aside portion, the portion that is reserved for small 
business. It is at that point that the agency will go to the next lowest 
small bidder and ask whether they can meet a revealed price, which, 
at most, in the case of the open bid, is already public information, and, 
in the case of the negotiated bid, the price level will actually be dis 
closed, and the small, qualified bidder will be asked whether he cam 
meet the price, and, 1f so, if he is qualified, and his plant has been 
inspected, he will be awarded the bid. 

Mr. Drxon. This is in the special classification of small business? 

Mr. Panrzer. That’s right. 

Mr. Dixon. As set aside by these Government agencies ? 

Mr. Panrzer. That’s correct. 

Mr. Drxon. I don’t know whether American Home Products would 
be classified as a small firm or not, but I think that is easy to find out. 

Senator Keravuver. Well, I am sure they are a big firm; they have 
1,000 detailmen. Anyway, there is no way that you know of wher 
you could get any inside information to figure what somebody else # 
going to bid; is that correct ? 

Mr. Panrzer. No, sir. The business of competitive Governmell 
bidding is a highly skilled chess game, and you try to put yoursel 
behind the desk of your competitor and try to estimate or figure ol! 
what he might bid. 

Senator Kerauver. And sharpen your own pencil so that you wil 
come out with a little profit ? 
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Mr. Panzer. Well, it depends. Profit in competitive bidding is 
eared to the efficiency of one’s plant. There are many marginal pro- 
core in this field. 
Mr. Dixon. Mr. Pantzer, how many sources of supply or manufac- 
ture would you estimate are available to the Government for reser- 
ine? 
Mr. Panrzer. Well, I think if you open up your blue book or red 



























































































































































ened. § book you would find the blue book or the red book of the industry 
dder, § offering reserpine. It has at one time been offered practically by 
if we | most firms in the field. 
This was a drug which in its early stage, we in Panray, felt would be 
nad- f an answer to many of the problems of psychiatric disease. And this 
isthe only approach that we took with reserpine. We never bothered 
Now, | with its use in the treatment of hypertension. 
a that But, unfortunately, we seemed to rediscover the past, and the ad- 
| mili- } vent of awwolfia serpentina heralded in the era of the tranquilizers, 
nspe- f and reserpine was one of the better drugs that was brought to the at- 
Jed to {tention of the medical profession. 
ything} ~=Mr. Dixon. When we were discussing this problem of tranquilizers 
dding } With American Home Products and Carter Products, we were 
specifically dealing there with two types of products, generically 
at are | ‘meprobamate and promazine. 
Sines, Now, there were only two sources available on meprobamate, and 
lations } Oeon Sparine. You don’t manufacture or offer for sale either one of 
has 500 | those products ? 
Mr. Panrzer. That is correct. 
otiated } Mr. Dixon. Did you ever ask for a license to manufacture ? 
e tol} Mr. Panrzer. No; we never did.. 
yr small} Mr. Dixon. Either alone or in combination with any other product 
; lowest f Youhad ? 
which,| Mr. Panrzer. No; we never did. 
on, and} Mr. Drxon. Why didn’t you ask ? 
be dis} Mr. Panrzer. Well, very briefly, I do not feel that a firm of our size 
he cai nd stature from a manpower standpoint and a financial standpoint is 
as been f “apable of taking drugs like meprobamate and Sparine and doing 
actual justice to their potential return. 
ess? Mr. Dixon. You have bid, have you not, on prednisone to the Mili- 
tary Medical Supply Agency ? ; 
Mr. Panrzer. We have. 
Mr, Dixon. Where did you get your prednisone ? 
ts woullf Mr. Panrzer. Our Ss would like to briefly give you the 
find out} “éckground of that. Here, too, in choosing prednisone as a drug, we 
hey haf Were looking to its newer application in the treatment of TB, as an 
of wherf “djunctive drug. We approached a recognized chemical broker in 
Ly else i the field, with a possibility of our getting together with what we con- 
sidered to be an acknowledged leader in steroid products; namely, 
vernmettf the Syntex people. In January of 1957 we met with a representative 
yourse of the Syntex People, and were able to secure from that point on an 
igure ott adequate supply of prednisone. 
ow, there were several circumstances operating at that time that 
; you wilf Made us look for a firm such as a to be our supplier. First, their 
y,we had learned that they had on 


feritdon in steroids, and, second 
le with the Food and Drug Administration a master file on their raw 
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material, which meant that we could make reference in our new-drug 
oe to their prednisone which we were going to market. 
uring the course of prosecuting and getting up our new-drug 
lication, prednisone was ounorel from the new-drug status. We 
ound the drug, at that time, free to everybody capable of meeting 
the specifications that had been laid down for it. . 

We heard also that it was going to be entered into the United States 
Pharmacopoea. Having started our relationship with Syntex, and 
having secured their cooperation in the new-drug phases, we decided 
to use Syntex as our source of supply. 

Mr. Drxon. At the hearings on sterioid hormones, in December 1959, 
Mr. Brown, of Schering, referred to the existence of a Schering as- 
sistance agreement. We had requested their agreements for 1958, 
which they supplied, but this agreement was not included. We asked 
him to supply it to us, and he has supplied it. The reason is obvious 
why we didn’t get it, because it is dated March 11, 1959. 

I ask that it be made exhibit 212. 

Senator Keravver. Very well. 

(Exhibit No. 212 may be found on p. 10143.) 

Mr. Dixon. From the terms of this agreement it is clear that if 
Schering secures the patent on prednisone from the U.S. Patent Of- 
fice, Syntex can make no further sales of prednisone in bulk to small 
drug manufacturers in the United States. In the event that Scher. 
ing secures this patent, Syntex is licensed to do only the following: 
It may sell prednisone in bulk to licensees of Schering only. It may 
sell in finished form under Syntex’s own label. It may sell predni- 
solone and prednisone in bulk as an intermediate in the manufactur 
of products “so closely related to either prednisone or prednisolone 4 
to constitute the equivalent thereof.” 

Since your source of supply is Syntex, if this patent is secured by 
Schering, it would appear tq me that your source of supply will have 
disappeared. Would you agree with that? 

Mr. Panrzer. Not exactly, sir. I think in prednisone you have 
chosen possibly what we could consider to be, in the steroid field, 1 
poor example. Prednisone has gone through the mill; it has become 
a football, competitionwise. I feel that under the circumstances, iff 
Schering were to take a look at the prednisone market, they probably 
would license all comers as they have done with another of their im 
portant drugs, chlorpheniramine maleate. 

Mr. Dixon. The point is, they may do it. But, if you are goingt) 
get ce product, you are going to have to go to Schering, are yoly 
not 

Mr. Panrzer. We are going to have to go to Schering and seek! 
license, and I think we are going to get a license on it. 

Mr. Drxon. I certainly hope you do. 

Senator Keravuver. Did you get any award from MMSA on prety 
nisone and prednisolone? 

Mr. Panzer. We did from MMSA and also from the Veteral'y 
Administration. 3 

Mr. Dixon. You said that you did get an award on prednisone! 

Mr. Panrzer. Correct. ; 

Mr. Dixon. When we reviewed the history of these bids, and tl") 
awards made by the Military Medical Supply Agency, we did kno 
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that you had made various bids on prednisone. We noted that your 
bids were very low; for instance, for 1,000 tablets, 5 milligrams—I 
think I recall one in the neighborhood of some 20 odd dollars; is that 
information correct? 

Mr. Pantzer. That information, to the best of my knowledge, is 
—— We have bid as low as that on both prednisone and predni- 
solone. 

Mr. Drxon. Did you make a profit? 

Mr. Pantrzer. We made a profit. 

Mr. Dixon. Did you make a safe profit in selling to the Agency at 
that price ? 

Mr. Pantzer. Well, we made a safe profit when we considered the 
bid as part of our total operation. 

Senator Kerauver. You bid against the bigger companies, I take it. 

Mr. Panzer. We did. 

Senator Krerauver. And you were awarded the business, just as 
Premo on some of their bids. 

Let’s goon, Mr. Dixon. 

Mr. Dixon. That is all I have. 

Mr. Cuumpris. On this point, you said you made a profit that 
you consider with your overall business. Will you explain that a 
little bit further ¢ 

Mr. Panzer. Yes. If we were to take any of those individual 
competitive bids to the Military Medical Supply Agency or VA out 
of the total picture, we would find that, if this was the only type of 
business we could do, we would have a very tough time to exist and 
grow. But the nature of the beast in this particular case is the 
following : 

We have a plant, sir, that is capable of turning out tremendous 
quantities of finished tablets, and we like to see our machines rolling 
at all times, because we like to see people gainfully employed. And 
the only way to do it is to try to get production on which we can 
make a fair and reasonable profit, but we make their situation in our 
picture as part of the whole, not single them out as an individual 
entity, and this has been an area of reward for us in many instances. 

Mr. Cuumpris. If you had taken that one particular product and 
allocated all of the costs of doing business, you would not have made 
aprofit, would you? 

Mr. Panrzer. As a single bid, no; but as a regular operation on a 
multi-mass-production level, yes; but a small profit. 

Mr. Cuumeris. And that is why Schering could sell one drug for 
$170 to the drugstores on a negotiated bid to the Veterans’ Admin- 
istration, then could afford to bid $29 or $23 for a competitive bid ? 

Mr. Panzer. I think part of our own philosophy of operation 
rubs off onto the big company, too. 

Mr. Dixon. What do you charge the druggist for 25 milligrams of 
reserpine tablets in quantities of 100? 
an oo Will you give me a minute to find my notes on 

18, sir 
Speaking about 25 milligrams. I don’t think there is a dosage form 


: like that on the market. 


Mr. Dixon. I meant 0.25. 
r. Panrzer. 0.25 milligrams? 
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Mr. Dixon. Yes. In units of 100. 

Mr. Panvzer. Our price to the druggist of our trademarked prod. 
uct which we call Serpanray, for the 0.25 milligram, our product 
No. 352, is $2.65 per thousand. 

Mr. Drxon. $2.65 per what? 

Mr. Panrzer. Per bottle of 1,000. 

Mr. Drxon. Per bottle of 1,000? 

Mr. Pantzer. That is correct. 

Mr. Drxon. You mean a bottle of 100? 

Mr. Panzer. A bottle of 1,000. 

Mr. Drxon. $2.65 for a bottle of 1,000? 

Mr. Panrzer. That is correct. 

Senator Keravuver. Is that to the druggist. 

Mr. Pan'rzer. This is the price to the druggist. 

Senator Keravuver. Do you sell directly to the druggist or through 
a wholesaler? 

Mr. Pantzer. No; we could not; we sell through the wholesaler, 

Senator Kurauver. What is your price to the wholesaler? 

Mr. Pantzer. We allow 20 percent off that price. 

Mr. Drxon. For the comparable product that is sold_as Serpasil 
by Ciba, the price to the druggist 1s $4.50 per 100, and $39.50 per 
1,000, as compared to your $2.65. Are you able to make 

Senator Kerauver. Are you aware of that? 

Mr. Panzer. I am aware of it, sir. 

There are plausible differences from Ciba. We are different in 
this respect. e did not seek the business on the product as priced. 
It came indirectly in ratio to the business originating on an institu- 
tional level. 

If we were to enter into a program of formal promotion, to gain 
recognition, credence, and acceptability in prescription writing, for 
our trademark Serpanray, on the medical profession level, we would 
have to charge a much higher price than $2.65. 

Senator Keravver. If I understand this comparison, you sell for 
$2.65 a thousand. You have an efficient operation, you make a profit, 
you are inspected by the MMSA, or anybody else, so you are as 
good as anybody. Yousell at $2.65 a thousand, and Ciba sells at $4.50 
a thundred—or $39.50 a thousand; $2.65 compared to $39.50—that 
is about one-thirteenth of what they sell for. Do you think your 
product is as well made, and meets all tests? Does the Government 
buy this same product from you? 

Mr. Pantzer. This is the identical product that we supply the 
Government. 

Senator Krravuver. And the Government uses it in hospitals and 
for the Veterans’ Administration ? 

Mr. Pantzer. That is correct. 

Senator Keravver. Do you have to meet the same high control 
standards that Ciba does ? 

Mr. Pantzer. We do. 

Mr. Cuumpris. Mr. Chairman, I think he explained the reason for 
the difference between his price and the Ciba price; he said that, if 
_ me to do the same thing that Ciba does, his price would be much 

igher. 
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Senator Keravver. But $2.65 a thousand compared to $39.50—he 
would have spent 10 percent more or 15 percent more on adver- 
tising: 

Mr. Panrzer. Well, briefly, Senator, we do not spend at this mo- 
ment—and this is the situation for the last 2 years—a single penny 
to advertise this drug to the medical profession. Our entire business 
on reserpine today has reduced itself to where the business almost 
totally comes from competitive bidding. We do a very small busi- 
ness even at this level with the retail or wholesale drug field because 
we are not doing a significant individual promotion or educational 
job or a retailing job to the medical profession. 

Senator Kerauver. You do a job to the hospitals? 

Mr. Panrzer. We do a job in the hospitals. 

Senator Keravuver. And to the doctors there. You say most of 
your advertising goes to doctors in institutions. 

When you bid to the Government—you seem to have sold the Gov- 
ernment at 70 cents a thousand on one contract here; isn’t that right— 
70 cents or $1 in some cases, $1.10 in one case. 

Mr. Pantzer. There has been a decline in that outlet over the years. 

Senator Krravuver. The $1.10 bid was back in 1956. But the other 
bid, on January 30, 1958, was for 70 cents. What did Ciba bid at 
that time ; do you know ? 

Mr. Pantzer., I don’t have the record of that, sir. 

Senator Kreravuver. They were competitive, I suppose. 

Mr. Panzer. I presume they were competitive. We have lost bids 
tothem. 

Senator Kerauver. You have lost contracts? 

Mr. Pantzer. We have lost contracts. 

Senator Keravver. Do you usually bid in line with these examples 
that we have ? 

Mr. Pantzer. Within the range of the prices shown, I think you 
will find, on further investigation, that reserpine prices have dropped 
on the 0.25-milligram tablet, on some of the later MMSA invitations, 
where they were sold as low as 55 cents per thousand. 

Senator Krerauver. You have bid along that line, and you have lost 
the bids to Ciba ? 

Mr. Panrzer. We have, sir. 

Senator Kerauver. And you have lost to Merck? 

Mr. Panrzer. Well, to other bidders in the field; many small com- 
panies have bid on this particular product. 

Mr. Dixon. Mr. Chairman, we will develop that completely in a 
few minutes. 

Senator Keravver. All right. 

Mr. Drxon. This is a good place to illustrate this point, Mr. Chair- 
man. The traditional 40-percent markup on the selling price of the 
druggist of Serpasil bought from Ciba raises the price to $65.83 to 

he consuming public on a 1,000-tablet bottle of 0.25-milligram Ser- 
pasil. If you add that same traditional markup to the $2.65 price to 
the druggist, then the retail price would be $4.41—$4.41 as compared 
to $65.83, and the druggist would have his traditional markup that 
he usually applies to drugs. You manufacture and offer for sale. 
Tassume, to the druggist, do you not, a 1-milligram Serpasil 
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Senator Keravuver. There is one difference, though. Do you both 
sell under the same name? 

Mr. Panrzer. No; we sell—well, put it this way. ‘The name Ser. 
panray as attached to reserpine is hardly known in the field, because 
we discontinued advertising about 5 years ago. 

And, incidentally, at that time—I don’t have the evidence here— 
our price to the druggist was about tenfold this. It was somewhere 
in the neighborhood of $20, $21 a thousand, because we had a hard, 
tough promotion job to do. The bidding that we do to the Govern- 
ment is purely under the generic name, reserpine. 

Senator Keravuver. But Ciba sells under the trade name of Ser- 

asil. 
Mr. Cuumpris. May I ask a question at this point? 

Senator Kerauver. Very well. 

Mr. Cuumerts. I think that you stated earlier that you do almost 
no business with the druggist on this $2.65; you said very little. And, 
therefore, if you do very little business with the druggist, the con- 
sumer would not get it anyway. 

Mr. Pantzer. That is correct. 

Mr. Cuoumeris. Only through institutions and through the 
hospitals. 

Mr. Pantzer. That is correct. 

Mr. Cuumepris. And I think you pointed out that when you did 
advertise, and when you did try to get acceptance from the druggists 
and the doctors, you charged $21 per thousand; is that correct ? 

Mr. Panzer. That is correct, sir. 

Mr. Cuumpris. So therefore, Mr. Dixon, you would have to have 
that additional markup so that you would get a relevant picture of 
what Ciba’s pills are costing, no matter what Mr. Pantzer’s pills will 
cost the consuming customer. 

Senator Krerauver. You would be glad to do more business with 
the druggist ; would you? ‘ 

Mr. Cuumenrtis. He said if he did he would have to raise the prices 
of advertising and drugs and. 

Senator Kerauver. He didn’t say that at all. He said that when 
he did promotion, and so forth, he had a considerably higher price, 
but he didn’t say that he would not be glad to do more business. 

Mr. Cuumpris. I would like to have the witness restate that. 

Iam almost sure you said that, Mr. Pantzer. 

Mr. Panzer. Well, if we were to promote this purely as a specialty. 
we would have to use the normal channels of promotion that are used 
by industry; we would have to first sell and familiarize our trade- 
mark to the medical profession; we would have to detail by personal 
contact the physicians to convince them of our reputation and re- 
liability of production. 

This would of necessity have led us to fix a much higher soy 
price to the druggist. And even at that level we did a very sma 
amount of it. Our price was not too much lower than Ciba’s and 
the druggist did not beat a path to our door. 1 

We were out of our ball park, and we were not capable of doing 
the tremendous promotional job to the medical profession on a product 
such as this. 
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Senator Kerauver. My question was, if the prescription were writ- 
ten in a generic name and the druggist used your product which you 
sell at $2.65, you would be glad to do more business, but you could 
not advertise for more business without raising the price; is that it? 

Mr. Pantzer. That is correct. 

If the business came in on its own, we would welcome it. 

Senator Kerauver. You would be glad to do more business at that 
rate? 

Mr. Pantzer. We should. Wesure would. 

Senator Krerauver. I imagine you would do more business because 
the physician and the pharmacist are interested in the economic wel- 
fare of the sick—if they can get a generic prescription which they can 
fill with your reserpine; is that right? 

Mr. Pantzer. This is the case I think today with - druggist. 
seeking a price line for reserpine; I can find prices even lower than 
ours. 

Mr. Dixon. I think this illustrates exactly a vital point of this 
investigation, namely, is the consuming public paying for advertising 
or paying for drugs? In other words, as you have just stated, Mr. 
Pantzer, if you had to engage in all of this detailing and all the pro- 
motion that was necessary, even if you had the money to do it, you 
would have to raise your price materially, that is what I understand 
your testimony to be. 

Mr. Pantzer. That is correct, sir. 
Mr. Dixon. So the public is paying, then, the difference between 
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have § $2.65 a thousand and $65.83 a thousand, because of advertising? 
re of Senator Kerauver. No; it is $39.50. 
s will | Mr. Drxon. I mean, $39.50 compared to $2.65. 
_ Senator Kerauver. He said in this case he would have sold for $20 
with | fhehad to pay for promoting and advertising. 
Mr. Dixon, Yesterday, when Mr. Brush was here, he said he had 
prices todo the same type of advertising, with the same costs, when he did 
business with the Military Medical Supply Agency. Do you find 
when | thattrue when you do business with them 4 
price, Mr. Panrzer. In certain cases only. And this would be the Vet- 
3. erans’ Administration, primarily, where they conduct the type of 
manag that they call decentralized purchasing, where many 
rugs are bought under trademarks, and this is the nature of the busi- 
cialty, } %s that originates when a particular drug, because of its particular 
e used | Pperties, is specifically requested by trade name, not trademark, 
trade — 0m the VA decentralized purchasing schedule. 
rsonal | Mr. Dixon. These are generic purchases; are they not? 
nd re | Mr.Panrzer. No, they are trademark. 
Mr. Dixon. But on the exhibit they were reserpine tablets ? 
selli rt. Pantzer. Reserpine tablets were a generic purchase, but | am 
: al Mpeg bout some of the other products. 
vg and | Mr. Dixon. Some of your other products? 
Mr. Panzer. That is right. 
t doing r. Dixon. With reference to the reserpine tablets that you bid on 
sroduct f° the MMSA, you were successful twice; once you bid 70 cents per 





thousand—then’ you said that the price has gone down lower than 
that, I would assume that being a successful bidder meant that you 
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7 aged in whatever promotional activities were necessary to get that 
id ? | 
Mr. Panrzer. Well, there is a big distinction. I think if you ex. 
amine the Military Medical Supply Agency purchasing, the trend and 

tendency there is for almost tota or name products. 

Mr. Dixon. They set up a standar 

Mr. Pantzer. Yes. 

Senator Kerauver. The question is whether you have to do the 
same amount of promotion and advertising to sell to the MMSA 
as you would have to do if you sold to the druggist. 

r. Panrzer. It is a relative question, sir. We would have to do 
promotion, but our market coverages are not that great, as far a 
outlets we would have to reach, our dollar expenditures would not lk 
as great as if we had to tackle the total medical profession. 

Seanine Keravver. That is your point—you would not have to pro 
mote as many people, because there only are a few dozen at the 
MMSA. 

Mr. Panrzer. I should like to comment on that. If we take our 

rime specialty, there were some 2,200 physicians who were specialists 
in the practice of chest diseases. This was a market of 2,200 physicians, 
that we could pinpoint with the same amount of mailing frequency 4s 
the large pharmaceutical company would use to cover the 150,00) 
physicians who make up the total medical profession. And so we wer 
ableto concentrate on promotion to that group of physicians, and it re- 
— a smaller monetary outlay. But, basically, our methods con-f 

orm with the tradition of the pharmaceutical trade. 

Mr. Dixon. Would you pause there, and see if I have a price quote f 
tion to the druggist, on one—— 

Mr. Cuumeris. Getting away from the question 

Senator Kuravver. Mr. Chumbris has a question to ask. 

Mr. Cuumeris. A moment ago Mr. Dixon made reference to the 
fact that the public is paying the higher price because of promotion 
of the drug. Now, of course, we all know that any type of promotion 
would add to the price of the drug. The point I would like to makes 
this. You bring out a new drug; you brought out your specialty i 
1947. You had to spend a lot of money to be able to apply for the 
right to sell that drug from the Food and Drug Administration. Nov, 
if that drug did not receive the public acceptance, it would not be abl 
to be sold in the nature that was sold by you; is that correct? 

Mr. Pantzer. You don’t mean public acceptance, do you, sir? 

Mr. Cuumerts. I mean the druggist, and from there it goes to tht 
public. Weare speaking about what the ultimate consumer has to pay. 
Like Mr. Berger said 

Senator Keravuver. Let him answer the question. 

Mr. Pantzzr. I would like to say on that point that in this wonder 
ful country that we live in, and with this wonderful medical proft 
sion that we have, there is no osmotic process that I know by which tlt 

hysician can absorb the tremendous book of medical knowledge thi! 
is daily appearing in the medical journals, and I think the pharmy 
ceutical industry renders an instructional job in keeping the physicia® 
advised. I believe that the entire status of our public health woul 
be thrown into jeopardy if we took the incentive out of new drug 
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velopment; and if we took the incentive out of trying to vie for the 
rofessional medical market. 

I think this is a factor of reward that we as citizens and as a part 
of the industry, have the privilege to seek; and I think that we are a 
necessary part of the whole health process. 

I heard this morning, today, a little comment by Dave Garroway 
| before I came here that I would like to mention. On trips to Russia, 
the public was advised to take your own prescriptions along, because 

you may have difficulty filling them there. 
| We in this country don’t have to worry about that; we can enter 
| any hamlet in this country with a prescription and have it filled. This 
isa job that our field is rendering. This is a job that I think is neces- 
sary. It may not be perfect, but I think it has done a wonderful job 
in lifting the health standards of this country to the highest in the 
world. 

Mr. Cuumpris. Mr. Pantzer, I understand that, say, 20 years ago, if 
achild had a mastoid, and it needed an operation that may cost $3,000, 
$5,000, or $10,000, to get that child well. Now, along comes the doctor, 
or a scientist and devises a drug which, with those drugs, now it will 
cost perhaps $100, maybe it is not that high. With those drugs that 
child is cured and he doesn’t even have to go to the hospital. 

Let’s say that the drug was invented, and it was not sold properly 
to the doctors, because the persons who developed that drug wanted 
» to give the consumer the lowest possible price. Therefore he did not 
_ advertise it, he did not promote it, he did not have detail men to get 

it across to the country. 

I, as a father of a child, would be more interested in paying a few 
pennies or even if it is 20 or 30 cents more per drug, to assure my child 
' gets that drug to get rid of his mastoid than to have him go to a hos- 
| pital because my doctor never heard of that particular drug, and I 

would have to spend maybe $3,000, $4,000, or $5,000 in a process, plus 
| months of worrying about his condition. 
| Ithink every one of us back here are just as conscious of a price as 
anybody else. But the point is this, I would like to be able to get m 
clothes much cheaper, and I would like to be able to get my food anne 
cheaper, and my bread much cheaper. But I realize that there are 
certain costs in our increasing way of life in this country that must 
be taken care of in the price, so that the man who produces these 
things can make a sufficient profit so that he can give us bigger and 
better food and drugs and clothing, and what else have you. 

DoI present my point sufficiently to you, Mr. Pantzer? 

Senator Kerauver. Do you understand the question ? 

Mr. Panrzer. I understand the question. I, for one, although we 
may stand in sharp contrast with large industry in the prices we 
charge, feel that drugs as we know them today are cheap, they have 
foreshortened by many months the notorious processes of the acute 
infectious diseases. 

We are dealing with an industry that is barely 25 years old in its 


fp, Present concept; and my feeling, yes, is as follows: that no matter 


Where you drive the price of drugs down to, the public is going to 
think that drugs are always high, because health is something that is 
precious and should be free. Fortunately, we are trying to live longer, 
We are trying to get the best out of life, and this is a privilege that I 
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think we are paying reamapanhy for, There may be extremes, there 
may be sharp differences, but I don’t think you can affix this as an 
attribute to the total pharmaceutical industry. 

Mr. Drxon. Mr. Pantzer, when Mr. Brown of Schering was testify- 
ing, he made a statement that struck me as significant. It added up 
to something like this: He said that it wouldn’t do him any good to 
lower his price because you couldn’t put more than one bottle of 
prednisone in the medicine chest. 

On the question of advertising, I think everyone here would agree 
with you that advertising, the proper type of advertising, has its 
place. But during our hearings, with respect to steroid hormones, it 
mones, it was developed that there had been a progressive number of 
products brought out from cortisone—hydrocortisone, prednisone, 
prednisolone, triamcinolone, and dexamethasone. 


Competent medical witnesses before this subcommittee testified to F 


the effect that the last product, dexamethasone, was considerably more 

otent than the original product—the ratio is something like 7 to 1— 

ut that the side effects were about the same. When dexamethasone 
was brought on the market, the advertising literature that went to 
the physicians said in effect, that this was a more potent product with 
fewer side effects than prednisone and the previous Rrogaete From 
the exhibit that was offered in the record by the Merck representative, 
when that product was brought on the market in late 1958, by the 
first 9 months of 1959, by this type of promotion, they had obtained 


approximately 26.9 percent of the total steroid hormone market, | 


This was in less than 1 year. 


I would assume that when you spews of advertising, you are speak [ 


ing of advertising that tells the physicians the absolute, the unmiti- 
gated, gospel truth, are you not, sir? 

Mr. Pantzerr. I am, but definitely. 

Mr. Dixon. In other words, you are for truth? 

Mr. Panzer. I am for truth, and I am for an industry that gives 


the physicians all the facts, and does not give him a capsule, and 


leave the rest to deduction. 


Mr. Dixon. If you go to a physician, and you say that you hav 
finally discovered a drug with no side effects; that it is even mor} 
powerful than the previous drug; is it beyond comprehension that that | 


physician would not prescribe that product ? 
Mr. Pantzer. In our particular case? 


Mr. Drxon. Yes, in the case of industry. You chose to speak about | 


the industry. 
Mr. Pantzer. Yes, sir. I don’t quite get your question. 


_ Mr. Drxon. In other words, in the steroid hormone field, I am try: ; 
ing to say to you, would you not agree that advertising is very efle- 7 


tive in the sale of a given product? 
Mr. Pantzer, I do agree. 


Mr. Drxon. You agree with that. And that it costs a lot of mone> 


to do it? 
Mr. Panrzer. I do agree. 


Mr. Drxon. And you would agree that right now you don’t hat) 
the resources to put several million dollars into the promotion off 


product like that, do you? 
Mr. Pantzer. That is correct. 
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Mr. Dixon. Let me ask you to go back to — price list. 

Dr. Blair suggests a question to me that I think I would like to ask 
you before I go back to your price list. os you came up with 

roduct X, a steroid hormone, that was, we will say, more potent than 
even dexamethasone, and actually had no side effects, 1.0ne whatever. 
How would you get the message to the doctor? 

Mr. Pantzer. We as a company would, frankly, be stuck, we 
couldn’t get the product off the ground. 

Mr. Dixon. At right. Now goto your price list. I want to know 
if you sell a reserpine tablet of 1 milligram in bottles of 100 and in 
bottles of 1,000. 

Mr. Pantzer. The price per thousand, was that the question you 
asked first ? 

Mr. Drxon. First, 100, of 1 milligram. 

Mr. Panrzer. The price per hundred in dozens would be 7214 cents 
a bottle. 

Mr. Dixon. What about for thousands? 

Mr. Panrzrr. It would be $6.25 a thousand. 

Mr. Dixon. Are you aware that Ciba, for its product, Serpasil, 
for 1-milligram tablets in bottles of 100, charges $12 to the druggist 
in comparison to your 72 cents, and for bottles of 1,000 they charge 
$100 in comparison to your $6.25? 

Mr. Panrzer. I am not aware of it, because I haven’t bothered to 
check recent competition on that, sir. 

Mr. Drxon. It is a fact, according to the druggists’ Blue Book. 

That is all, Mr. Chairman. 

Senator Kerauver. Dr. Blair? 

Dr. Buatr. Mr. Pantzer, as I understand it, one of your operations 
consists of importing materials into Staten Island where you manu- 
facture and process the imported materials into finished drugs which 
ne then export outside of the United States into other countries. 

is is made possible by the existence of a free zone at Staten Island 
where, so long as the incoming material is not used for sale into the 
United States no tariff or duty is imposed, is that correct ? 

Mr. Panzer. That is correct, sir. 

Dr. Buair. Now, when you manufacture these products you pre- 
sumably have to pay at Staten Island the American wage scale? 

Mr. Panzer. That is correct. ; 

Dr. Buarr. You are selling these drugs in foreign countries where 


the wage scale, the living standards, et cetera, are considerably below 
the United States? 


Mr. Panrzer. Correct. 

Dr. Buatr. Yesterday we heard testimony from Mr. Brush to the 
effect that lower prices existing in other countries were in many cases 
due to the existence of lower living standards, lower wage costs. Do 
you find it possible for you to compete in these foreign countries with 
their lower labor costs, lower costs generally ? 

Mr. Panzer. Because of the uniqueness of our operation in the 
free trade zone in Staten Island, we have entered a new era in revi- 
talizing our entire export department. We are now able to compete 


and get business in countries where we were without business for as 
such as 7 years. 


35621—60—pt. 16——-32 
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Dr. Buatr. And this is possible even though those countries have 
considerably lower wage costs and other costs than are present at 
Staten Island? 

Mr. Pantzer. I would like also to qualify that. Our major drugs 
processed from this plant are Isoniazid and Parasal, for the treat- 
ment of TB. We are able to buy the raw material abroad, which raw 
materials meet the specifications of that country’s pharmacopoeia or 
our country’s pharmacopoeia; we are able to bring these drugs into our 
plant; our complete pharmaceutical facility in Staten Island; without 
the payment of customs duty, convert them into finished end products, 
using American labor, American machines, American containers, 
American labels, and export our products from the zone at a price 
which allows us to compete with equivalent foreign pharmaceutical 
manufacturers selling in a particular country, where our goods are 
destined for. 

ae, Buarr. Even though those foreign manufacturers have lower 
costs 

Mr. Panzer. That is correct. 

Dr. Buatr. Thank you, sir. 

Senator Kerauver. Give us two or three examples. Do you sell this 
Parasal in Germany ¢ 

Mr. Panrzer. No, our area of greatest concentration is in the Far 
Eastern area, the Korean area, where TB is still rampant. We have 
shipped literally carloads of our manufactured goods from the zone, 
and from our Bashewend plant, also, into these areas. And the sig- 
nificant factor is as follows: A material such as aminosalicylic acid, 


which may have a price in the American market of $3.40 a pound, and 
is what we have to pay for the domestically produced raw material; 
can be obtained from a reliable drug raw material manufacturer 
ere as low as $1.50 a pound; better than 50 percent less in 


cost. By exposing this material to the ingenuity of American auto- 
mation—because, after all, it is machines that produce tablets, it is [ 
men that watch them—we are able to compete with the differences in 
labor costs and ship successfully our product from the zone into some 
highly competitive areas. 

Senator Knrauver. Name some of the competitive areas. 

Mr. Panzer. Well, the entire Latin American market is highly 
competitive. We have an established reputation in Peru. The Far 
Eastern areas are very competitive. And the zone plant, which is 
only about a year and a half old, has enabled us to increase our ex- 
port business, almost month by month, and put good American prod- 
ucts back into the foreign market. 

What we have done actually, sir, is something that we could not — 
do—we could not afford to establish an individual pharmaceutical f 
plant in a specific foreign country, but what we have in the free trade F 
zone operation is, in fact, a world plant. We have a plant in a fre 
port which is proximal to the largest labor and raw material market in 
the world, the New York area. We were able to simply take these 
foreign raw materials, convert them in this plant to the end dosage 
forms, and ship them to all parts of the world. 

Senator Keravuver. Do you pay the freight on them over here, and 
ship them back, and you meet the competition in these various parts 
of the world? Actually the price of the raw material is not the differ- 
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ence between $3.40 and $1.50, when you consider freight, which does 
not make up a very large percentage of the end product, does it? 

Mr. Panzer. Ocean freight is very snaniaiel. it is fractional. 

Senator Kerauver. We have some evidence here that raw material 
costs were 7 or 8 percent. Do you have them? 

Mr. Pantzer. Well, that is not our case, I am afraid. 

This is an overall analysis. Our cost of sales, which would include 
raw material costs, labor, depreciation, our outside royalties; in what- 
ever the case might be; and the other materials that go into the basic 
manufacturing product, could run in our case as high as 68 percent. 

Senator Kerauver. You include labor and royalties ? 

Mr. Panrzer. That is correct. 

Senator Kerauver. Let me ask you one or two more questions. 

Are you a corporation ? 

Mr. Panrzer. We are a corporation. We are incorporated in the 
State of New York. 

Senator Kerauver. Is this a publicly owned corporation ? 

Mr. Panzer. No, it is not a publicly owned corporation. It is a 
private corporation. 

Senator Krrauver. Are some members of your family or others 
associated with you ? 

Mr. Pantzer. No, we have two other major stockholders, and neither 
of those are relatives of mine. 

Senator Kerauver. What are your sales per year? 

Mr. Panzer. Well, last year our sales reached almost $1,600,000. 

Senator Kerauver. What is your net worth, do you know? 

Mr. Panzer. Our net worth as of the end of August, I can esti- 
mate at approximately $150,000 to $160,000. 

Senator Krravuver. Can you give us any idea of your profits? 

Mr. Panzer. Our net profits, which have grown with the increase 
in the efficiency of operation of our new plant, last year before taxes 
reached almost 10 percent. 

Senator Kerauver. Ten percent before taxes? 

Mr. Panzer. Before taxes. 

Senator Keravuver. Is that on net worth? 

Mr. Pantzer. No, that is on actual sales. 

Senator Kerauver. After taxes that would be about 5 percent? 

Mr. Panzer. Yes. 

Senator Kerauver. All right. We ask everybody what their salary 
is, and stock options; do you have that? 

Mr. Panrzer. We haveno stock options presently. 

Senator Kerauver. Can you tell us the range of your salary? 

Mr. Panrzer. My salary does not consist of bonuses, it is purely a 
salary, it is $27,500 annually. 

Senator Kerauver. That is not much more than the members of 
Congress get. All right. 

Senator Hart? 

Senator Harr. Thank you, Mr. Chairman. I apologize for arriving 
late, and perhaps this answer was made more clear while I was at 
the phone. Do I understand correctly that on some drug or other— 
and don’t confuse me with the name—you sell for $2.65 a thousand 
tablets a product which is sold by some other firm for $39.50% Do I 
understand that to be the case? 
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Mr. Panrzer. That is correct, sir. 

Senator Harr. Would you, without engaging the assistance of any 
accounts, explain to me what the factors you bear and what the 
factors you assume the other fellow bears in order that I can deter. 
mine with reasonable accuracy how much of this difference is reflected 
in an additional cost of management and other costs which are re- 
flected on the balance sheet, and how much is just a different concept 
of how much profits those pills should bear ? 

Mr. Panrzrr. Well, in this particular case, where we are dealing 
with reserpine, the $2.65 price you quote, we are working with a con- 
cept over basic costs of raw material that represents approximately 
5 to 1 to 6 to 1 over the actual basic cost of the raw material, Senator, 

Senator Hart. Do I understand that you acquired this element in 
the form of raw material. 

Mr. Pantzer. That is correct. 

Senator Hart. The first stage in the operation of the other firm ig 
similarly basic raw material ? 

Mr. Panrzer. I cannot speak for Ciba, but I assume that they man- 
ufacture their own raw material. 

Senator Harr. Do I understand that you do not have a manu- 
facturing cost and the other fellow does 

Mr. Pantzer. We have a manufacturing cost in producing the end 
products from the raw material. 

Senator Harr. Does the other fellow have only that, or something 
else ? 

Mr. Pantzer. He has a manufacturing cost for the raw material, and 
on top of that, he has a manufacturing cost for producing the pharma- 
ceutical dosage form involved, in this particular case, the tablet. 

Senator Harr. Let me back up again. We have the same end result 
flowing out of your shop and this other outfit ? 

Mr. Panrzer. That is correct, the tablet. 

Senator Hart. The price for ‘you is $2.65, and for the other fellow 
$39.50. Now take me back to the beginning in your shop, the very 
first activity which occurs on that pill that winds up at $2.65 a 
thousand. 

Mr. Pantzer. The first activity that occurs is on the receipt of the 
raw material, the raw material is immediately placed in quarantine. 

Senator Harr. You buy the raw material ? 

Mr. Panrzer. That’s right. 

Senator Harr. Let me interrupt you right there. Does this other 
fellow buy the raw material? 

Mr. Panzer. I don’t know. There are other competitors, let us 
say, who buy the raw material. 

Senator Harr. Does this fellow at $39.50 buy it or does he make it? 

Mr. Panrzer. I presume that they make their own raw material. 

Senator Harr. This would be a substantial additional cost in the 
case of the other fellow, am I to understand that? 

Mr. Pantzer. No. Whether the raw material is made by this other 
fellow, or whether we buy it from another manufacturer, I ‘assure 
you that the manufacturing costs on that raw material by the processes 
available are practically the same; and that if Ciba arbitrarily sold the 
raw material, they would sell me the raw material at the same price 
I could buy it from somebody else. 
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Senator Harr. Now, then, your next step? 
Mr. Pantzer. The material arrives at our plant, it is quarantined 
by the laboratory, a sample is drawn from the raw material, the raw 
material is subjected to the official tests, the U.S. Pharmacopoeia in 
this particular case, and if the raw material is declared as fully labeled, 


_ and meets the specifications, it is moved into our pharmaceutical 
manufacturing operation. 


This consists of taking the raw materials, blending it with other 
constituents, putting it through various mixing, grinding operations, 
and wetting operations, subsequently drying this material into what 


we call a granule in our trade, taking this granule after it is dried and 


inding it down to a granule of specific size, that is uniform, separat- 
ing out from it the finer particles that do not lend themselves to further 
treatment. At this stage, again, the material is taken by the labora- 
tory, and what we call inprocess control operations are performed to 
establish that what we have and what we have achieved is an equal 


| mixture of the formula called for, and all materials that are supposed 


to be in the formula are equally distributed. 

When the material is released from the laboratory, it can move, then, 
into the next operation, which is the feeding of the material into the 
hoppers of the compression machines. 

And then these materials are a into tablets of specific 


e tablets increase in strength 
rom a tenth of a milligram up to 5 milligrams. 
During the course of compression—and these are high speed 


| machines that can turn out literally hundreds of thousands of tablets 
_ per hour—the operators of these machines, are also trained to do con- 


stant weighing and check the pressure manifestations of the com- 


| pression operation, and then, too, the material is sampled during the 
' course of the day’s run by the laboratory, and the inprocess controls, 


again, are established to prove out the complete identity and meeting 


| of the specifications. 


The material is then packed usually into bulk containers. In this 
particular case the material is a compressed tablet. It does not require 
any further operations, from the standpoint of coating which is 


| the affixing of special coatings on the tablet, both for therapeutic and 
- cosmetic effects. The bulk tablets are moved into the packaging room. 
» They are filled into the various containers in which they are sold; 
| units of 50, of 100, of 500, and 1,000. é 


An actual control sheet is originated by the laboratory for the 


| packaging department, outlining the theoretical yield, that is, the 
lumber of bottles that should be secured from a specific quantity of 
| finished tablets. At the end of the run the actual yield is correlated 
_ against the theoretical yield. This too is done by the tableting de- 
| partment in conjunction with the inprocess laboratory control. 


From this point the containers move on to the other operations, the 


_ Insertion of a wad of cotton which will prevent the tablets from being 
» knocked around and broken in transit, the affixation of an inner sea} 
' Which will provide, for the eventual druggist consumer, proof that 
_ tis an untampered bottle. This is done by the affixing of an outer 
| seal or an inner seal. 


The tablets then move down to the labeling department, where labels 


have been set aside and a specific lot number signifying that particular 
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day’s run has been affixed to this particular tablet, and those controlled 
pres which are also controlled by the laboratory, are put on to the 
ottles. 

The bottles then move into secondary containers like set up cartons, 
adequate professional literature is enclosed, and then they are moved 
into their normal shipping containers. 

The purpose of fixing a lot number in all phases of our work is to 
provide complete protection and control. In case something has oc- 
curred which has yielded an improper tablet, that has bypassed the 
double and triple check, material can be recalled from the field very 
rapidly by using that lot number. 

Tery briefly, there is a description of the manufacturing re 

Senator Harr. I think it is helpful to those of us who have never 
been close to such an operation. I assume you would insist that this 
operation you have just described insures the user of the tablet ofa 
safe medication, that it is precisely what the label says it is, and to be 
taken with complete confidence. 

Mr. Pantzer. That is correct. 

Senator Harr. I would like, if the reporter could ever find it, when 
the manufacturer of this product, sold at $39.50, comes here, to ask 
him in what respect his product method differs from those you have 
just described, because what I am seeking, as I think all of us are, is 
to determine why the difference in the price. 

I assume that we will hear something about research. Assuredly, 
we will hear much about the detail of it, the extent that advertising 1s 
separate from detailing. We will hear about that. I am just trying 
to find out with this comparison how much of the spread of $35 or 
more is made up of things other than these three things which have 
become such familiar subjects of discussion here. 

Thank you very much. 

Senator Kerauver. All right, Mr. Chumbris. 

Mr. Cuvumpris. I must say that the last description you gave of 
the process of turning bulk into the pill was a very illuminating one f 
and, I think, very valuable for our record. 

You do agree that quality control is a very important factor in the 
manufacturing of pharmaceuticals ? 

Mr. Panrzer. I think the most important factor. 

Mr. Cuumpris. And companies that do not have quality control, not 
= not produce as good a product, but their costs are much lower F 
also ? 

Mr. Panrzer. That is correct. 

Mr. Cuumerts. Does quality control amount to quite a bit of money 
on your annual basis ? 

Mr. Panrzer. In our particular case I would say that our quality 
control is about 3 percent of our sales volume. 

Mr. Cuumpris. And would quality control costs be lower or higher 
regarding the size of a plant or the size of a company. 

Mr. Pantzer. I think this is relative to the comparative volume thal 
a company is doing, and I think it would be commensurate. 

Senator Kerauver. What do you mean by that, you would make mor 
with quality control ? 

Mr. Panzer. Well, if you are doing more millions of dollars worth 
of business, you need more chemists, you need more laboratory ailf 
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led 
the 


equipment and people to carry out a quality control program. And I 
think quality control is directly proportional to the sales volume of 
the company. 

Mr. Cuumpris. In our informal discussions Senator Kefauver re- 
ferred to earlier with Commissioner Larrick this past week on Monday, 
he pointed out that some companies do have quality control and others 
do not, that is the reason why I asked you the particular question as 
to the costs involved, and the value of the product. 

One of the best ways for a small company to become a big com- 
pany, as I understand from you, and from Dr. Maney yesterday, and 
from other witnesses, is to come up with a new product that will 
either cure or abate an illness that has not yet been found, is that 
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ever & correct ? 

this Mr. Panrzer. We hate to use the word “cure,” but I agree with you, 
ofa — that isthe preamble. 

0 be Mr. Cuumpris. And I read in the morning paper with doctors in 





England coming up with a solution, they hope, to the common cold. 
Now, an introduction of a drug in that field would be a tremendous 











vhen — boost to the company that manufactures that particular drug. 
» ask Mr. Panzer. There is no doubt about it. This again leads to the 
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¢ F validity and the desirability of lay publicity reporting. I think this 
re, 18 


isdangerous. 
Mr. Cuumpris. But the point I wanted to bring up is that, for in- 











‘edly, & stance, we have multiple sclerosis, muscular distrophy, cancer in its 
ing is § many forms, in which scientists are still looking for either a cure or 
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the correction of the disease that the particular person may have. 

Mr. Pantzer. This is a constant process, correct. 

Mr. Cuumerts. And the finding of those will be a boon to the partic- 
war drug manufacturer or drug manufacturers that are able to pro- 
pov! it and be able to sell it to the doctors and to the institutions and so 
» Torth. 

Mr. Pantzer. Correct. 

Most important is to distinguish between the concept of the numer- 
ous items that are classified under the heading of basic research. We 
inthe pharmaceutical industry are undertaking and constantly making 
available the results of applied research so that the translation of a 
sngularly important sevalesmend in research can be rapidly made 
available to the public. 
ax I think this is where we render our greatest service to public 

ealth. 

Mr. Cuumepris. And would you say that the scientist who is looking 
- fora new formula, he is interested in the success of that formula more 
80 than the price that the person might have to pay for it? 

Mr. Panrzer. Well, to take it down to the level of the basic scien- 
list, I would say yes, his is a normal drive to contribute something 
to humanity. 

Mr. Cuumeris. As one editor stated in one of the editorials that 
came in: it is a good deal more important to the father that his child 
was cured, not so much that it is done for a $25 drug bill instead of 
$125 a day, the fact that he is cured is the most important thing 
toa parent. 

Mr. Panrzer. That is correct. 

Senator Krravuver. All right, Mr. Kittrie. 
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Mr. Krrrrm. Do you find much competition in the sale of your 
products? 

Let’s take this particular product that Senator Hart referred to, 
Ciba is selling the same product—what was that? 

Senator Kerauver. Reserpine. 

Mr. Krrrrim. Was there much competition? 

Mr. Panzer. We don’t operate, as I tried to point out before, on 
the same level as Ciba, we are not trying to do a job with our reserpine 
to the medical profession. Our contribution is limited to the insti- 
tutional field. 

Mr. Kirrrm. But you are selling some to the medical profession! 

Mr, Pantzer. Not the medical profession, but to the normal chan- f 
nels of the retail and wholesale drug trade. 

Mr. Krrrriz. And 20 percent—— 

Mr. Pantzer. Twenty percent of our sale of overall products, and 
we manufacture about a hundred products. 

Mr. Krrrrie. And in this particular case you sell even less than 
20 percent to the private market ? 

Mr. Panzer. That is correct. 

Mr. Krrrrie. Well, what is the matter with the forces of competi- f 
tion if Ciba is able to sell the same product for so much more than F 
you are? If competition works well in this field, wouldn’t Ciba kf 
forced to reduce its prices to compete with you? 

How come they don’t have to do it? Is there in existence a captive 
market or anything of the kind ? 
Mr. Panrzer. I think first you would have to evaluate the impor- 
tance of this product in its present pharmaceutical market. : 

I think reserpine as we know it, and as I said initially, has been} 
mass produced and has been plowed under by the advent of other > 
drugs which are more significant, and probably better and represent 
later years of research. In the great and rapidly moving obsolescence f 
of drug production, reserpine follows a particular pattern. 

I can say one thing, I think reserpine is going to be on the scene} 
a long time after some of our many tranquilizers are off the market, > 
because this is a good drug. Unfortunately it was cut short in its) 
ee but I think the future will see a revival and a rebirth of tha? 
market. E. 

Mr. Krrrrir. How about the specific question as to why Ciba dow) 
not have to offer it at lower prices to compete with you? 

Mr. Panzer. Well, my feeling is that Ciba is doing almost thf 
total job in the promotion of this product. jl 

I don’t believe there are other significant factors that are operating) 
against Ciba in the market that is geared for the medical profession 

Mr. Krrrrie. Now, also the question of your exports—is this ot 
of the drugs you export ? 

Mr. Pan'rzer. Some, but very little at this moment, sir. 

Mr. Krrrrim. Which is the major one that you export? 

Mr. Panrzer. The Parasal, the drug described - 

Mr. Krrrrim. Let’s take Parasal. How much do you sell it for 0p 
this country ? : 
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Mr. Panzer. Well, on the level of the institution, our price for one 
of the dosage forms as a comparison is $3.30 per thoment 

Mr. Kirrriz. Some of your sales are also to the general public 
through the regular retailers, is that right ? 

Mr. Panzer. Only by prescription. 

Mr. Krrrrre. How much do you sell it to the druggist for? 

Mr. Pantzer. Will you give me a minute to find that exhibit ? 

This particular drug is marketed to the druggist at $5.95 per thou- 
sand, 

Mr. Kirrrie. $5.95. To the institutions you sell it for about $3.30? 

Mr. Pantzer. Yes, because the quantity purchases are in bulk and 
usually much greater. 

Mr. Kirrrre. How much do you sell this product for in Korea? 

Mr. Pantzer. This would be $1.65. 

Mr. Krirrriz. $1.65 to the institutions? 

Mr. Pantrzer. To the institutions. We do not sell it through the 
channels of the drug trade. 

Mr. Kirrriz. Why is it that you sell it for less in Korea? 

Mr. Pan'rzer. Well, I did explain that we were able to buy the mate- 
rial for the foreign trade zone plant at almost half the cost that it 
costs us in the United States, and simply by doing our mathematics 
based on the cost of that, we end up with that figure. 

Mr. Krrrrre. Is their cost of living lower than here? One of the ex- 
—. given here for lower drug prices in other countries is that 

rugs have to be sold at. prices that fit the lower cost of living. 

Mr. Panzer. I don’t know how much lower it is, but I am sure it 
is quite a good deal lower than ours. 

r. Kirrrie. And is this the reason you have to sell it lower in 
Korea ? ; 

Mr. Panzer. No, our prime reason is to meet the competitive mar- 
ket which is stimulated by the foreign pharmaceutical manufacturers. 

Mr. Kirrrie. And you are competing against them ? 

Mr. Panzer. Yes. 

Senator Kerauver. You said you sell Parasal for $3.34 to institu- 
tions. What size is that? 

Mr. Panrzer. That is a bottle of a thousand, and you can round it 
out by calling it a 500-milligram tablet. 

Senator Kerauver. What large company also makes this product 
and sells it? 

Mr. Panrzer. We have had admirable competition from Parke- 
Davis, because their prices are about the same as ours on this drug. 

Senator Keravuver. They sell more of it than you do? 

Mr. Panzer. I don’t know, I think Parke-Davis has a larger share 
of the prescription market than we have. 

Senator Kerauver. You said some prices of drugs of some com- 
panies are lower, and so are some higher than yours? 

or Pantzer. Certain specialties such as this are lower, I mean this 

as been—— 

Senator Kerauver. Who sells it lower than yout 

Mr. Panrzer. Must I mention competition ? 

Senator Keravver. I don’t want to press you. 
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Mr. Panrzer. On that point there is a valid question. You have 
several types of groups that operate in this industry. One group 
that has not been mentioned, at least in my recollection, of the reports 
that I read in the press, and some of the minutes I have seen, is the 
so-called toll manufacturer or contract manufacturer. These are peo- 

le who run pharmaceutical plants purely for the service attribute, 
ere they are not seeking a return on their raw material, they ar 
seeking a return on what their machines can produce for them. 

And they will do custom work, private label work for anybody 
coming to them. And it is these people that we occasionally meet as 
competition on some of the drugs that are used for the treatment of 
TB, and in many cases their prices will be lower than ours. 

Senator Kerauver. Does Parke, Davis sell any Parasal? We have 
here .5 grams, 1,000, which is what you sell to druggists at $5.95, 
They charge $9. 

Mr. Panrzer. I think those prices have changed, sir. I don’t know § 
what red book or blue book you are using. 

Senator Keravuver. The blue book for 1959-60. 

Mr. Panzer. Sometimes their price changes do not keep up with f 
some of the changes announced later in the year, after the ae went 
to press. 

Senator Kerauver. That was their price at the time. 

Mr. Drxon. What were your prices 6 months ago? 

Mr. Panrzer. We cut our prices about a year ago on this, I don't 
have an old list handy. 

Senator Kerauver. This is 1959-60. 

Mr. Cuumpris. Do you know as a fact that their prices have been 
lowered to about the level of yours? 
Mr. Pantzer. I think we have been sort of an acknowledged leader 
on this product, and people have followed our competitive practices f 

Our product on a drug level or prescription level is not written f 
as aminosalycilic acid, the doetor writes specifically for Parasal, our f 
trade name. 

Mr. Cuumpris. One more point. A moment ago I said that a new f 
product would be a boon to the manufacturer of pharmaceuticals, 
and you mentioned obsolescence. That would also be the death knell 
to a drug manufacturer in this if he didn’t produce new products to F 
take their place. 

And that is what makes the drug industry such a risk industry, 
that correct? 

Mr. Panrzer. That is correct. 

Mr. Cuumpris. And on that basis the drug manufacturers have to 
judge themselves accordingly, which might be a different case with 
manufacturers in other fields? 

Mr. Panrzer. That is correct. 
One big unfortunate circumstance in the pharmaceutical industry 
is that the bugs we try to kill learn to live with us, after a while, and 
our products just do no good, and we have to seek for others that will 

do the job. 

Mr. Drxon. Let’s look at this obsolescence that we are talking about. 
How long has Rauwolfia reserpine been used in the world ? 
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Mr. Panrzer. It has been used in the world, possibly, some 300 
years. I think you can find it in any East Indian medical book. 

Mr. Dixon. A few minutes ago you said in your opinion reserpine 
will be here a long time after some of these tranquilizers are gone. 

Mr. Panzer. I did say that. 

Mr. Drxon. Then it is not going to get obsolescent. 

Mr. Panrzer. Not this particular one. There is a lot to learn about 
it, I think we are dealing with a field in which we do not have any 
definite limits. I think the medical profession and the researchers 
have gotten into the chemotherapeutic treatment of psychiatric disease 
by claiming that it is the most important challenge at this time. We 
have got a lot to learn about it. 

Mr. Dixon. Again with obsolescence, if you just keep saying that 
a drug is more potent or thinner, I can understand what you mean by 
obsolescence. But with reserpine, which has long been known in the 
world—and you by your testimony say it is going to be here a long 
time when—— 

Mr. Cuumpris. But the answer to that is, Mr. Pantzer, that one 
company came before us and said that 10 years ago, as of 10 years ago, 
93 percent of the production that they are using today, they didn’t 
have 10 years ago, and 77 percent of the production they didn’t have 
5 years ago, so that answers the question of obsolescence. 

Mr. Pantzer. We have aminosalicylic acid and Isoniazid which 
have been with us almost 12 years. This doesn’t speak of obsolescence. 
It speaks of the lack of good drugs, other drugs, rather, in the treat- 
ment of TB. 

Senator Krrauver. Thank you, Mr. Pantzer. We are going to re- 
cess for about 5 minutes, then start our next witness, and we will 
recess until 2 :30 for lunch. 

(Brief recess. ) 

Senator Keravuver. The committee will come to order. 

We will have to recess in about 15 minutes, but I thought we might 
get started, because we want to finish up this afternoon, so that these 
gentlemen can go home and I can go to Tennessee. 

We have with us Mr. T. F. D. Haines, president of the Ciba Pharma- 
ceutical Products, Inc., Summit, N.J. 

Mr. Haines, will you introduce the gentlemen with you? 


STATEMENT OF T. F. DAVIES HAINES, PRESIDENT, CIBA PHARMA- 
CEUTICAL PRODUCTS, INC., SUMMIT, N.J., ACCOMPANIED BY 
LUCIAN J. SICHEL, VICE PRESIDENT AND COUNSEL; DR. EMIL 
SCHLITTLER. VICE PRESIDENT AND DIRECTOR OF RESEARCH; 
PAUL W. RODER, VICE PRESIDENT IN CHARGE OF MARKETING; 
DOUGLAS E. WARD, DIRECTOR OF MARKETING RESEARCH AND 
DEVELOPMENT; DR. FRANK L. MOHR, DIRECTOR OF CLINICAL 
INVESTIGATION; DR. RICHARD H. ROBERTS, MEDICAL ADVISER 
TO THE MARKETING DEPARTMENT; AND FRANK T. KOCH, SPE- 
CIAL ASSISTANT TO THE PRESIDENT 


Mr. Hares. Senator, Dr. Emil Schlittler, vice president and 
director of research, is sitting right behind me. Sitting next to me 
is Mr. Lucien J. Sichel, our vice president and counsel. Sitting on 
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my right is Mr. Douglas E. Ward, who is our director of marketing re. 
search and development. 

And I also want to present to you Dr. Frank L. Mohr, our director 
of clinical investigation, who is now oe 

And, with your permission, if questions of a scientific nature are put 
to me, I would like to refer them either to Dr. Schlittler, or Dr. Mohr, 
since Dr. Mohr is a physician and the other a well-known chemist and 
can answer them. 

Senator Keravver. All right. 

Is Paul W. Roder here, vice president in charge of marketing ? 

Mr. Harnes. He is here, also. 

Senator Kerauver. And Dr. Richard H. Roberts, medical adviser f 
to the marketing department ? 

Mr. Hatrnes. yea 

Senator Keravver. And Frank Koch? 

Mr. Harnes. He is my assistant, here. 

Senator Keravver. He is here. 


- egy a letter from Senator Clifford P. Case, which I would like to 
read : 


Deas Mr. CHAIRMAN: I regret that a meeting of Federal Aviation Agency > 
officials concerning a project of critical importance to New Jersey makes it [ 
impossible for me to introduce personally Mr. T. F. Davies Haines, of Ciba 
Pharmaceutical Products, Inc. 

Mr. Haines, who has been president of Ciba since 1946, is highly respected 
throughout the State of New Jersey. A graduate of Yale University and 
Harvard Law School, he is a former law partner in the New York firm of > 
Appleton, Rice & Perain, and also served as wartime general counsel of the 
General Aniline & Film Corp. He is a director of Supramar Chemicals, Inc, | 
chairman of Ciba de Mexico, and director of the Summit Trust Co. It isa 
pleasure to present him to the subcommittee. 

Sincerely, 


CLIFForD P. CASE, 
U.S. Senator. 


I had a telephone call from? Senator Harrison Williams, who said | ; 


that one of his very important constituents, T. F. Davies Haines, was 
going to appear before our committee this morning. He said that he | 
would come and introduce you personally, but that he is also involved | 
= this hearing which is of great importance to the State of New [| 
ersey. 

Mr. Hates, you have a statement. Perhaps you can get part of the 
way through it before we recess. It has a sievisbel of notes and quota- 
tions. All of your statement will be printed in the record, so that you 


need not read any of these footnotes or quotations, if you do not want 
to 


You may proceed, sir. 
Mr. Harnes. Mr. Chairman and members of the committee, Ciba 
Pharmaceutical Products, Inc., is a New Jersey corporation enga 
in the development, manufacture, and sale of ethical een 
t 


roducts. It is a wholly owned subsidiary of Ciba, Ltd., of Basle, 
witzerland. 
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You wish that our opening statement be limited to about 30 minutes ? 
Senator Kerauver. Let me explain. You take all the time you want 
' jn your opening statement, and if any of these other gentlemen have 
| anything to add, we will certainly allow them to do so. 

r. Harnes. Thank you, Mr. Chairman. 

I will first summarize the six points I intend to cover. 

No. 1. Only a few of the 1,371 pharmaceutical companies in the 
United States do any measurable research. In fact, 59 companies de- 
veloped the 417 completely new prescription drugs which were made 
available to the public during the 10 years from 1949 through 1958. 
Ciba ranked 10th, with 14 new drug discoveries. This research is 
costly and time consuming—our scientists worked 7 years to get our 
tranquilizer, Serpasil, on the market. 

No. 2. Our other costs of doing business—labor, promotion, quality, 
and safety control—are higher than for the 1,312 “coattail-riding” 
companies, and I am prepared to justify these costs as necessary to 
whale and market safe, _ and effective drugs. 

No. 3. Ciba’s rate of profit, 11.9 percent on sales after taxes, is fair, 
' and the profit on Serpasil is reasonable. We introduced our tran- 

quilizer at a price 25 os below the then existing competitive prod- 
' ucts. Furthermore, Serpasil is an inexpensive drug—at recommended 
_ maintenance dosage, the cost to the patient runs from $1.35 to $2.25 
per month. 


riser [ 


ected | No. 4. We sell to hospitals at even lower prices. This permits the 
; * % million lower income people who are treated in hospital outpatient 
f the | Clinics each year to obtain these drugs at the lowest possible cost. 


No. 5. We have the patent on reserpine, or Serpasil, and have 
licensed all manufacturers which applied to us. This field is so com- 
petitive now that about 250 companies sell reserpine or other Rau- 

wolfia-type products. 

_ No. 6. Trademarks are necessary for the protection of the public. 
The trademarked drug carries the guarantee of the manufacturer of 


was | 'Spurity and strength, which Government controls alone cannot do. 
’ 
at he 
NEW DRUG RESEARCH 


















Now to go back to my first point. The United States Census of 
Manufacturers lists 1,371 producers of pharmaceutical products. 
According to a reliable survey, 417 new drugs were introduced in this 
, country during the 10-year period 1949-58. 
r. Haines. By “new drugs,” I mean new single chemical entities, 
_ 8 distinguished from combinations or duplicated products, or new 
orms of existing products. As I said, all 417 new drugs were intro- 
| duced by just 59 companies. If you break this down further, you 
_ find that 19 companies introduced 75 percent of this total. Ciba 
ranked 10th in the number of new product discoveries, with 14. We 
_ Introduced in 1959 and plan to introduce in 1960 seven or eight addi- 
| ional entirely new drugs. I would not hazard a guess as to the extent 
| of the medical progress we would enjoy today if the pharmaceutical 
' Industry were composed solely of the 1,312 companies which do little 
| no research. 
_ (The accompanying table follows :) 
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Serpasil is one of the 417 new drugs, and I will summarize how we 
developed it; our problems in obtaining the raw material from which 
it is extracted ; our patents and licensing agreements; and our pricing 
of the product. 

Serpasil is Ciba’s trade name for an alkaloid found in the bark of 
the root of a species of tropical plants called Rauwolfia. The generic 
name Ciba gave to this alkaloid is reserpine. Dr. Schlittler, our vice 
president and director of research, then working in our Swiss labora- 
tories, commenced working on the extraction and identification of 
reserpine in 1946, shortly after the first samples of Rauwolfia root 
arrived from India. Seven years later, Dr. Schlittler and his asso- 
ciates published the fact that they had isolated the pure alkaloid reser- 
pine in crystalline form and that it was the principal active ingredient 
with tranquilizing and blood pressure lowering properties contained 
inthe Rauwolfia plant. 

Thereafter, work proceeded in Ciba’s laboratories on toxicity and 
various other tests required to determine the desirable and undesirable 
properties of reserpine, and when this work had gone far enough, 
clinical trials were commenced in various hospitals. The clinical re- 
sults were first published in February 1953. 

Then came the painstaking and costly job of assembling the new 
drug application, or NDA. This application lists the formulas, meth- 
od of manufacture, and control procedures. It describes the labora- 
tory work and the case histories of patients upon whom the drug was 
used. This is a tremendous amount of material, and the 59 companies 
which produce the new drugs have to spend much time, effort, and 
money on this vital task. 

After the NDA had been filed with the Food and Drug Administra- 
= and had become effective, Ciba introduced Serpasil in November 
_Serpasil fulfilled a long-felt need and was rapidly and enthusias- 
tically received by the medical profession. In 1953 and the early part 
of 1954, we were extracting our reserpine from Rawwolfia serpentina 
ed in India, as were the other two companies manufacturing 

auwolfia products. Then, suddenly, on April 29, 1954, the Indian 
Government clamped down an embargo on the export of Rauwolfia 
roots which effectively cut off the supply from companies which did 
hot have outstanding purchase orders covered by confirmed letters of 
credit, As we had been purchasing our material through our sister 
company in Bombay, we haa no confirmed letters of credit outstand- 
Ing, and so were in a worse position as regards supply than the pharma- 
ceutical companies which had been buying their Indian roots through 
ordinary trade channels. Here we were on the market with one of 
the most important new drug discoveries of the decade—and our raw 
material supply was cut off. 

twas known to Ciba that another variety of Rauwolfia containing 
the alkaloid grew in equatorial Africa. No organization existed in 
Africa or elsewhere outside of India for its collection and export. So 

Wo of my colleagues and I decided to fly immediately to Africa. 

We had ourselves inoculated against yellow fever and various other 
topical diseases, purchased camp cots, mosquito nets, and other jun- 
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gle-tramping gear, and set out. Our first investigations were carried 
out in the Belgian Congo. Later, we flew to a region in French Equa. 
torial Africa, which lies north to the equator. 

In some regions, Rauwolfia was plentiful, while in others it appeared 
to be nonexistent. Even where the plant was abundant, however, its 
collection and transport were not easy. But all obstacles were over- 
come, and organizations for the collection and transport of the root 
were set up. 

In the middle of July 1954, the first shipment of roots left Africa 
for Summit and arrived there just in time to save the day. We 
worked our production and distribution facilities around the clock, 
In a few months, with supplies arriving regularly from Africa, we 
had the pipelines filled again so patients who needed the drug could 
get it anywhere in the country. 

Unfortunately, the cost of our raw material was undoubtedly higher 
than that of other companies who entered the business after we did 
After we had bought a 6- or 7-year supply of the root, Europea 
traders got into the business in the Congo and paid the natives such 
low prices that Rauwolfia root. was selling in New York at about 
half what it had cost us. Of course, we had to write down the value 
of our root inventory to the market price. This was a real and pait- 
ful expense to us. 

After Ciba’s research chemists had isolated pure crystalline rm 
serpine and had established its structural formula, applications for 
patents covering the product and processes for its manufacture wer 
filed in the United States and other countries, and in due course patents F 
based on these applications were issued to Ciba. Companies inter f 
ested in the production and sale of reserpine applied to us for licenses 
under our patents, Our policy was to license. 

Accordingly, licenses under Ciba’s reserpine patents were issted 
to nine other American companies. All but one of these permitted 
sales in bulk as well as in package form, and provided for a payment 
of a uniform royalty of 6 percent of the licensee’s sales, whether they 
be made in bulk or in package form. In 1958, our reserpine royalties 
amounted to $12,640. No application for a license from any mant- 
facturer was ever refused. As we ourselves and a number of owt 
licensees sell in bulk to additional companies of all sizes, there ar 
now over 250 companies selling reserpine in one form or another i 
the United States. Thus the business in this pharmaceutical produtt 
is highly competitive. 

The next matter you wish me to explain is how we priced th 
product. When we introduced Serpasil, there were already two other 
types of Rauwolfia products on the market. The manufacturer's lit 
price for a daily maintenance dose of each of these two products wis 
12 cents. We were able to effect a substantial price reduction at tht 
maintenance dosage then recommended. This dosage was two 0.% 
milligram tablets per day for Serpasil and ed dosage fap | 
competing products, We priced our product so that our list price fory 
a daily maintenance dose was 9 cents, or 25 percent lower than the twf 
competing products. 

(The accompanying table follows:) 
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Senator Kerauver. Do you mind just one interruption? I think; 
would make the record clear if you would give us the name of they 
two manufacturers who were on the market when you were—— 

Mr. Harnes. One of them is Squibb, selling the whole root in table 
form under the name of Raudixin, and the second firm was Riker 
Laboratories of Los Angeles, that sold a product known as alseroxylof 
fraction, which is a total extract. 

Senator Kerauver. All right, sir. 

Mr. Harnes. Later, as physicians learned more about the produc 
it was observed that the therapeutic response could be maintained with 
one 0.1-milligram or one 0.25-milligram tablet of Serpasil daily. Ty 
fair trade price to the patient of the 0.1-milligram tablet is 414 cents 
Of this total, Ciba receives an average of 2 cents. Our total costs o 
this product average 17% cents. This leaves us with a balance off 
three-tenths of a cent net profit per tablet. 

For the 0.25-milligram tablet, which is also prescribed for mainte 
nance therapy, the figures are 714 cents fair trade “sages 3349 cent 
the average amount received by Ciba, 2% cents the total cost ti 
Ciba, leaving a net profit after taxes of six-tenths of a cent. 

These figures show that the recommended maintenance therapy fap 
Serpasil is inexpensive—at fair trade prices, it would cost only $LiiR 
a month for a patient taking the 0.1-milligram tablet daily, or $22 
a month for the patient taking the 0.25-milligram tablet. 

(The accompanying table follows :) 


CURRENT SERPASIL MAINTENANCE THERAPY 


(ONE TABLET PER DAY) 


0.1 MG. 0.25 MG. 


FAIR TRADE 
COST TO PATIENT - 4>¢ 13 


AVERAGE AMOUNT | 
RECEIVED BY CIBA 29 ¢ 33 ‘ 


AVERAGE TOTAL | 7 ¢ 2 i 


COST TO CIBA 


PROFIT AFTER TAXES O3 ¢ O 6 | 


Senator Krravver. I think that we will have to recess at; this tim 
We will start again sharply at 2:30. 

(Whereupon, at 12:30 p.m., the hearing was recessed, to reconvey 
at 2:30 p.m., the same day.) 
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AFTERNOON SESSION 


Senator Kerauver. Let’s get started now. 

I believe that you were on page 

Mr. Harnes. Page 9, Mr. Chairman. Just before we adjourned for 
lunch, I had informed the committee of the cost to the patient of 
Serpasil maintenance therapy, how much profit Ciba received and our 
profit after taxes, , 

The committee has commented a number of times on the discrepancy 
between the prices charged when bidding for large orders from Gov- 
ernment and municipal hospitals and the price charged for a bottle of 
100 tablets sold to a pharmacy, 

The difference in cost to the manufacturer of filling a large order 
for several hundred thousand tablets shipped in large containers to a 
hospital and in manufacturing, stocking, handling, shipping, and 
billing thousands of separate bottles of 100 tablets to separate drug- 
stores is obvious and has been explained to this committee. 

Moreover, the very low prices which pharmaceutical companies 
charge hospitals, particularly municipal institutions, are of positive 
benefit to the older people and others with low incomes. 

They result in lower-cost hospital treatment, and this is particularly 
true when the institutions have large outpatient clinics. 

The patients who use these clinics are needy people, and our low 
hospital prices enable them to receive these drugs at the lowest pos- 
sible cost. 

There are an estimated 90 million outpatient visits per year by 
about 25 million people, so we are rendering a real service to low 
income patients by our low hospital prices. 

Now, I will make brief comnients about our research and manu- 
facturing costs; our promotional activities; our quality control and 
testing; and our use of trademarks and how they protect the patient. 

Our research expense is considerable. In 1958 it amounted to about 
$5,305,000 or 14 percent of gross sales. 

Our research laboratories are housed in eight separate buildings on 
our property in Summit, and occupy 166,000 square feet of floor area. 
As our production facilities occupy 260,000 square feet of floor area, 
it is interesting to note that our research activities require 65 percent 
asmuch space as do our production activities. 

We have 328 employees engaged entirely in research, as compared 
with 265 employees engaged in production. 

Mr, Chairman, there is a chart on the easel of our plant. The 
buildings marked in orange are devoted entirely to research. The 
buildings that are marked in gray are devoted entirely to production, 
and the buildings marked in green are a machine shop and a power- 
house and a garage and offices and cafeteria and buildings for the 
other purposes than research and production. 

_ Senator Kerauver. Very well, we will make that exhibit No. 213 
nour record. 

(Exhibit No. 218 follows :) 
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Mr. Hatnes. Thus we have 24 percent more employees in our re- 
search department than we do in our production department, and 
because of the higher average pay of the employees engaged in re- 
search, the payroll of our research department is 67 percent larger 
than that of our production department. 

With regard to our direct manufacturing costs, it is almost certain 
that, although I believe our —— methods to be as efficient 
as those of any other company, our direct labor costs are higher than 
those of the 1,312 companies which do not produce any new drugs. 

The reason is that we probably pay considerably higher wages than 
do most of these companies. We believe in unions and in fact have 
a union shop; and we believe in providing our employees with hygienic, 
pleasant, and safe working conditions. 

I compared the wages we pay our production workers at Ciba with 
those paid by one of the companies that testified at the hearings held 
by this committee in December and which sold steroids at very low 
prices and found, not at all to my surprise, that the highest hourly 
wage rates paid to production workers in the plant of that company 
were substantially below the lowest hourly wage rates we pay at Ciba 
toour production workers. 

So it is quite possible that the direct labor cost of that company in 
manufacturing any given product might be 30 or 40 percent less 
than our own. 

As regards selling expenses, like many ethical pharmaceutical man- 
ufacturers, 1 am concerned about our comparatively high selling costs, 
and I assure you that all of us at Ciba spend many hours trying to 
keep selling costs down to the lowest possible level. 

ut we have not up to the present found a way to lower them 
further. We would have done only a small part of our job if, after 
having discovered a valuable new therapeutic agent, we did not inform 
the physician that it was available and tell him how he could use it 
most effectively. 

In doing this, we face two problems. The first is that many new 

roducts achieve their effect through mechanisms that are different 
rom those by which the older products work. 

This is true of Serpasil sais some of the other tranquilizers whose 
modes of action are different from those of the barbiturates and other 
older, conventional sedatives. 

A physician will not prescribe a product for his patients unless he 
knows how it works and what possible effects it may have on all organs 
of the body. 

Consequently when launching a new product, we must inform him 
of the effects of the drug and its mechanism of action, and this in addi- 
tion to informing him of the indications for the drug, the most effective 
and safest dosages, when it should not be prescribed, the possible side 
effects, and what to do if side effects become serious. 

This is a complicated mass of information to convey in readily 
understandable and usable form. There are over 165,000 practic- 
ing physicians spread over this large country so it is not surprising 
that the cost of getting this information to them is high, particu- 
larly in relation to the sales of a product which, because of the pos- 
sible small incidence of the ailment it is designed to treat, may never 
exceed a level of several hundred thousand dollars a year. 
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The second problem stems from the success of the 59 pharmaceutical 
companies in producing new products. Because of the great num- 
ber of these new drugs, the physician often feels that he is being 
subjected to an unreasonable volume of promotional material by 
pharmaceutical companies. 

New antibiotics, steroids, diuretics, and other drugs are appear- 
ing frequently and each one is competing for the doctor’s attention 
with all the others. Although the doctor may have a difficult task in 
keeping himself informed on all these developments, the task is 
worthwhile because of the more effective means which are being 
supplied to him to cure or alleviate the suffering of his patients. 

Some uninformed criticism is leveled at the number of products 
brought out to treat a single malady. This week you have concen- 
trated on tranquilizers and have heard of three separate groups— 
reserpine, meprobamate, and the phenotiazines. 

By now you realize that it would be ridiculous to say, “Reserpine 
is a good tranquilizer, so why did these pharmaceutical companies 
have to bring out others, like meprobamate and the phenothiazines?” 

The truth is that all three are valuable and useful products, they 
work differently, some patients are better treated with one of them 
and some with another, and physicians have the information to de- 
cide which to use in each individual case. 

Perhaps you think I have avoided mentioning what many people 
claim to be the real abuse, which is not that three or more wholly 
different types of chemicals are being sold as tranquilizers, but 
that identically the same chemical—let us take reserpine as the ex- 
ample—is being sold by many different companies, with each try- 
ing to persuade the physician to prescribe its particular brand. 

Far from wishing to dodge this issue. I want to concentrate your 
attention on it. 

Specifically I ask you to think of the situation that faced the Ciba 
management when reserpine was discovered by our research scientists 
in our laboratories. 

I have already told you what we did. We put it on the market 
and the patent was awarded to us. We could, theoretically, thereafter 
have prevented every other pharmaceutical company in the United 
States from selling it and kept the monopoly in reserpine for our- 
selves. 

But we did not do this. We did the opposite. Even before the 
patent was issued to us we told companies that inquired of us what 
we would do if we were granted a patent, that we would adopt a 
liberal policy as regards licensing and that they could, if they nie 
to do so, introduce Reserpine without worry that we would sue them 
later. 

When we got the patent, we granted licenses under it to every manu- 
facturer that applied for one. Some of our licensees sell in bulk at 
very low prices to the small compounding companies, whose costs are 
virtually reduced to their direct manufacturing costs, for as reserpine 
is no longer classified by the Food and Drug Administration as a new 
drug, those small companies are not required to go to the trouble and 
expense of preparing and filing a new drug application and having It 
effective before they can offer reserpine for sale. 
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And once having made the product available to all our principal 
competitors—who are thus enabled to market the product without 
the cost and effort we had to undertake to discover the product in our 
laboratories, to conduct the lengthy and expensive toxicity, clinical, 
stability, and other tests necessary to satisfy the Food and Drug Ad- 
ministration, to make an expedition to equatorial Africa to develop 
an assured source of supply for the essential starting material—we 
felt justified in making a serious effort to retain a fair share of the 
reserpine market by urging the physician to prescribe our own brand. 

So much for the why of our Serpasil promotion. Now let me say 
afew words about the “how.” First, there is direct mail advertising. 

People not familiar with the question say that pharmaceutical com- 
panies really do not have to spend all this effort and money in telling 
the physician they have their new products available and how to use 
them, because the physician can and does find all this out for himself 
by reading his medical journals. 

These people fail to realize that. there are over 300 medical journals 
regularly published in the United States. Furthermore, the number 
of articles prepared for publication is so great that only a small por- 
tion of them ever appear in print, and those that do often appear many 
months after the work has been done. 

In order for a doctor to obtain from medical journal articles the 
information about a particular drug which is contained in the mail- 
ings from the company that markets it, he would have to read and col- 
late a great number of articles in a wide variety of journals, and even 
then he would not have all of the information which can be obtained 
from the publications of the pharmaceutical house. 

Ciba usually has reports of thousands of cases in which its drug 
has been used at various dosage levels. Many of these reports never 
fnd their way into print. Thus the experts in the pharmaceutical 
house who know about the drug most are able to assemble and supply 
all of this information in a clear and convenient form which can be 
filed for ready reference. 

The visits of detailmen constitute another method of promotion, 
and the one which is usually preferred by the physician. According 
toa recent survey by the American Medical Association, two-thirds 
of the doctors in the country stated that the detailman was their most 
important source of information on drug products. 

hese detailmen generally have a scientific education, often pre- 
medical or in pharmacy, and are well trained by the pharmaceutical 
houses in the physiology, pharmacology, et cetera, which pertains to 
the products they are called upon to discuss with the physician. 

They are also able to discuss the cost of our drugs with the physician. 
They can answer most of the questions that may be put to them by 
physicians and inform them of the very latest clinical information 
wailable about their products. 

If there is a question they can’t answer, the information can be 
tbtained quickly from a physician in the pharmaceutical company. 

And now a word about the value of trademarked products to the 
patient. I have explained that our costs for producing and market- 
ing reserpine tablets are higher than those of some other companies, 
ind we charge more for our tablets than do some companies which 
do not have our developmental, quality control, and other costs. 
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But does that mean that the sick person who has a prescription for 

Serpasil and may possibly for that reason pay more for it than if the 

rescription had merely called for unbranded reserpine, gets nothing 
or the extra money he thus spends ? , 

I do not think so. In fact, I think he gets his full money’s worth, 

It would never occur to most people to go into a shop and buy 
unbranded soup, canned fish, or anything else they were going to take 
internally which was made by an unnamed manufacturer, even though 
they could buy the product cheaper than the branded product of a 
well-known manufacturer. 

And the reason is that the branded product of the well-known 
manufacturer carries with it the guarantee of purity, strength, and 
quality of an experienced firm whose reputation is its most precious 
and valuable asset. The importance of this guarantee is far greater 
in the case of pharmaceuticals than in the case of the other commodi- 
ties I have mentioned. 

On this point I will quote from a report made in 1957 by the World 
Health Organization on the “Use of Specifications for Pharmaceutical 
Preparations.” The report contains the collective views of an inter- 
national group of experts who studied the methods used for the 
examination of pharmaceutical preparations in different countries and 
the principles which could be of help to national health departments 
and other authorities dealing with this problem. 

On page 26 of their report they have this to say: 

It is realized that there are now so many pharmaceutical preparations offered 
for sale in most countries that the analytical staff of an official control labora- 
tory cannot examine all of them within any reasonable period of time, eg, 
1 year. It is not anticipated that sufficient personnel will ever be available in 
even the most advanced countries to provide an adequate service for the 
analysis of every batch of the preparation sold. * * * It is thus obviously im- 
possible for complete laboratory control to be exercised by the official laboratories. 
The group is of the opinion that under the circumstances, in addition to the 
work done at these laboratories, it is important to ascertain whether each 
pharmaceutical manufacturer is able to exercise an adequate control over 
every batch of all preparations he offers for sale, in order that the public 


and medical and pharmaceutical professions have adequate protection in 
respect to the safety and usefulness of the products offered to them. 


In this study group, the United States was represented by Mr. 
George P. Larrick, the Commissioner of the Food and Drug Ad- 
ministration. 

What this study group is saying is that government controls do not 
and cannot replace the controls and tests of the manufacturer. Our 
analytical divisions made 11,769 test reports in 1959 on the finished 
products, as well as on the raw materials and intermediates which 
went into those products. 

A typical report would require eight separate tests, each time 
consuming and laborious. These tests are made on every batch of the 
raw material, the intermediates, the bulk Serpasil, and the finished 
formulation. 

These tests insure that every Serpasil product meets our own com 
pany standards which are more stringent than the minimum standards 
of the U.S. Pharmacopoeia. Here is another interesting point. 
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In 1953 we started developing the control tests which would enable 
us to ascertain accurately the identity, strength, quality, and purity 
of Serpasil and its dosage forms. 

Rigid specifications and controls were instituted immediately by 
the oe age as we started commercial production. This insured 
that each patient would get the exact dose of the most effective and 
pure product we could produce. 

We submitted our specifications and control test methods to the 
USP who reviewed them, together with methods submitted by other 
companies. It was not until 1959, just last year, that the USP an- 
nounced the official analytical methods, and these are the methods 
which Ciba had divcloped. 

This meant that for 6 years, from 1953 when the product was 
introduced until 1959 when the Ciba-developed standards and methods 
were adopted by the USP, the testing of the identity, purity, quality, 
and strength of reserpine products was almost ery te dependent 
upon the analytical facilities and the integrity of the several manu- 
facturers. Is it any wonder, then, that most physicians would only 
rescribe the reserpine products of those companies in which they 
ind the highest confidence and respect ? 

I would certainly like to commend the Food and Drug Administra- 
tion for the wonderful work it performs despite limited funds in 
policing the drug industry. 

But let us not forget that some substandard material will get by 
if the a themselves are not responsible enough to use adequate 
controls. 

In the case of Rauwolfia products alone, there were in the last few 
years 12 separate cases where the product has been seized and de- 
stroyed by the Food and Drug .Administration because the seized 
material did not comply with FDA regulations either because it was 
understrength, contained another species of Rauwolfia material than 
that listed on the label, or for some other reason. 

Thus, I believe that when a patient buys the branded product of 
one of the well-known pharmaceutical companies, he is getting a 
guarantee of quality he can get in no other way, and which is worth 
the extra money it may cost him. 

My testimony would not be complete if I closed without saying 
something about industry and Ciba profits. The statement has been 
made that the pharmaceutical industry realizes a higher profit than 
any other industry. This information is contradicted, I find, by a 
report published in the April 1959 monthly letter of the First Na- 
tional city Bank of New York. 

This report compares the 1958 profits after taxes of 66 industries. 
A total of 3,574 companies are included in the study. e five lead- 
ing industries according to their profits after taxes as & percent of 
sales are: mining and quarrying, other than coal and metals, 19.5 
percent; cement, 16.1 percent; telephone and telegraph 13.8 percent; 
electric power and gas, 13.4 percent; and drugs and medicines, 11.4 
percent. 

Although Ciba is not one of the 27 drug companies listed in this 

U ee 

Mr. Drxon. Mr. Chairman, that chart will be exhibit 214. 

Senator Kerauver. All right. 

(Exhibit No. 214 follows ) 
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Mr. Harnes. Although Ciba is not one of the 27 drug companies 
listed in this study, our profits are very close to the industry average. 
Our net profit after taxes as a percent of net sales was 12.8 percent 
in 1958 and 11.9 percent in 1959. These profits are in line with what 
in this country is regarded as a fair rate of return for a successful 
manufacturing company in a competitive industry. 

In conclusion, I wish to thank you for the opportunity to present 
these facts to the committee. I have tried to make a few important 
points; that only a few companies do any real research; that our 
costs of doing business are justified; our profits are reasonable; our 

romotion activities are necessary; and the use of trademarks in 

rugs is important to the interest of the public. 

We will now be happy to answer any questions you might like 
to ask. 

Senator Kerauver. Thank you very much, Mr. Haines, for your 
statement. 

Mr. Haines, I will have a few preliminary questions to ask you. 
What is your background, sir? You didn’t give us that in your 
statement. 

Mr. Harnes. I practiced law in New York from the time I gradu- 
ated from law school in 1927 until 1942. At that time the Alien 
Property Custodian—well, during some of these years, I represented 
the Ciba Co., they were a client of mine. And then the Alien Prop- 
erty Custodian put me in General Aniline as general counsel, and 
I stayed there until the end of the war, and I returned to my law 
practice, and then the Ciba Co. in October 1946 asked me to join 
the Ciba organization on a full-time basis, and give up law practice, 
which I did, and I have been with Ciba ever since. 

Senator Krerauver. Like many of us who are either lawyers or who 
used to be lawyers, you are not a physician or chemist? 

Mr. Hatnes. I am not a physician or chemist, no. 

Senator Krrauver. When did Ciba, U.S., start doing business in 
the United States? 

Mr. Haines. We started manufacturing in the United States in 
1920, and have been manufacturing and selling here ever since even 
before the first World War Ciba products were sold in the United 
States through an agent. 

Senator Kerauver. All your testimony here is with respect to Ciba, 
US., everything you have had to say ? 

Mr. Hatnes. Everything I have had to say refers only to the phar- 
maceutical subsidiary of Ciba. Ciba also manufactures dyestuffs and 
plastics, and other products. 

Senator Krrauver. So it is the pharmaceutical subsidiary of Ciba, 
US., that you referred to? 

Mr. Hatnes. Yes, sir. 

Senator Kerauver. I notice you referred to a very fine chemist, 
your director of research, Dr. Schlittler. 

Mr. Haines. Dr. Schlittler. 

Senator Kerauver. You pointed out how he isolated from Rau- 
wolfia the alkaloid Reserpine. Was this work done in Switzerland or 
the United States? 

Mr. Hatnes. His work on the isolation of Reserpine was done in 
the Ciba laboratories in Switzerland. 
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Senator Krravuver. It was not a product developed here in the 
United States? 

Mr. Hatnes. The chemical work was done in Switzerland, a great 
art of the pharmacology and clinical work was done in the United 
tates. 

Senator Kreravuver. In presenting it to the Food and Drug Admin- 

istration ? 

Mr. Hatnes. Well, yes; all the pharmacology to determine it effects 
on animals, that has to be done first, and toxicity tests run, and then 
the clinical tests on human beings, a great part of that work was 
done in this country. 

Senator Kerauver. When did Dr. Schlittler-—— 

Mr. Hatnes. He came over here permanently to assume his present 
position in 1953. 

Senator Kerauver. You were talking about the 14 discoveries that 
youmade. Did you include Serpasil in that? Was that one of them! 

Mr. Harnes. Yes, that was in the 10-year period. 

Senator Krerauver. But that was really done—that is not Ciba, 
US., that did this, it was done in Switzerland? 

Mr. Harnes. No, quite a number of those 14 that I mentioned, the 
chemical work was done in Switzerland. 

Senator Keravuver. So you are not talking all about Ciba, U.S., you 
are talking about Ciba, Switzerland ? 

Mr. Hatnes. With that exception, Mr. Chairman, that is right. 

Senator Kerauver. Then how many similar to Dr. Schlittler’s 
work were—— 

Mr. Haines. How many of those 14? 

Senator Krrauver. —where he did the work in Ciba, Switzerland— 
which I believe has the highest smokestack in Switzerland—I have 
seen your plant there. 

Mr. Harnes. Yes, sir. Ten out of the fourteen drugs, the chemical 
product was developed in Swiss laboratories. 

Senator Kerauver. Then you actually developed four in the 
United States? 

Mr. Harnes. Yes, sir—I mean Ciba developed the 14. On that 
point I was not differentiating between the U.S. Ciba Co. 

Senator Keravuver. I really want to say that I think you have 
been misleading—maybe you didn’t intend to—but you were talking 
here about 1,371 pharmaceutical companies in the United States— 
that is the figure I have seen. You place your company 10th from 
the top, and in making yours 10th from the top in the United States, 
you take credit for the 10 that were developed by Ciba, Switzerland! 

Mr. Harnes. 417 new products were introduced in the United States. 
Quite a good many of those were developed abroad—the chemical work 
at least was done in foreign laboratories. 

Senator Kreravver. You make note of a very substantial number 
that. were developed in Germany, Switzerland, and England. 

Mr. Hatnes. Yes. I said in my statement that 417 new chemical 
entities were introduced in the United States. 

Senator Krravver. I don’t know what impression we had from your 
statement that Ciba ranked 10th in 14 new drug discoveries, and now 
you say this represents Ciba International and not the United States. 
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Discoveries, as I understand it, include development and discovery of 
the drug. 

Mr. Harnes. Yes, sir. 

Senator Keravuver. So you didn’t do anything like that at all here? 

Mr. Hatnes. Discovery—Ciba discovered these 14, but not Ciba, 
US. 

Senator Kerauver. Then why do you put yours 10th on the list 
of U.S. pharmaceutical companies ? : 

Mr. Hatnes. Because 417 products were introduced in the United 
States, but not all the 417 products of other companies were dis- 
covered in the United States. 

Senator Kerauver. You said here Ciba ranked 10th with 14 new 
discoveries. 

Mr. Hatnzs. Yes, of 417 new products introduced in the United 
States in the 10-year period Ciba introduced 14 of them. 

Senator Kerauver. You include in this number Chlorpromazine. 

Mr. Harnes. That would be one of the 417 in this list. 

Senator Keraver. That was developed by Rhone-Poulenc. 

Mr. Harnes. And introduced in the United States. 

Senator Krerauver. The only thing they did was give some com- 

any an exclusive license in the United States, and that includes 

henegran. 

Mr. Harnes. I am sure that is on the list—I didn’t get up the list. 

Senator Knravver. All they have here is the license. 

Mr. Hanes. But it still was introduced in the United States. 

Senator Keravver. Does it include Compazine? 

Mr. Harnes. I am sure it is on the list ; yes, sir. 

Senator Kerauver. That wasn’t discovered in the United States. 

Mr. Harnes. It was introduced in the United States. 

Senator Krravuver. Everything has been introduced here, sir. But 
any company that has a patent and gets the product from abroad can 
get it over here and introduce it. But what you are talking about 

ere is discoveries. Look down there, sir; you say 14 new discoveries. 
Is that accurate ? 

Mr. Harnes. Those were 14 products discovered by Ciba, of which 
10 were discovered in the Ciba laboratories in Switzerland. 

Senator Krrauver. Why didn’t you point that out? 

Mr. Hatnes. Well, I certainly had no reason to hide the fact. I 
don’t see what difference it makes. 

Senator Kerauver. You said 59 companies developed the 417. 

Mr. Harnes. Yes; 59. 

Senator Kerauver. But you didn’t develop but four. 

Mr. Harnes. Senator, we are all part of one company, and when we 
do research we communicate back and forth. To me, there is no dif- 
ference whether part of the work is done in the laboratory belonging 
to Ciba in Switzerland or in our laboratory in Summit. 

Senator Kerauver. Except that you are disparaging many smaller 
drug companies in coattail riding by carrying your figures on the basis 
that you discovered 14 drugs here in the United States. I get that 
Impression from your statement, when you didn’t do any such thing. 

Mr. Harnes. Well, I am sorry I gave the wrong impression, because 
all I mentioned was that Ciba developed 14 new drugs during the 10- 
year period. 





9402 ADMINISTERED PRICES 


Senator Kerauver. We have it fairly well straightened out. Then 
I notice that you have said in point mt. 5 on page 2, also—by the 
way, while we are talking about Ciba International, of Basle, Switzer- 
land, is Ciba, United States, wholly owned by Ciba? 

Mr. Hatnes. It is a wholly owned subsidiary of Ciba of Switzer- 
land ; yes, sir. 

Senator Kerrauver. I see. You have subsidiaries like this in a 
great many countries of the world ? 

Mr. Harnes. A great many countries; yes. 

Senator Kerauver. Worldwide, big companies? 

Mr, Hatnes. Yes, sir. 

Senator Keravver. What is the size of Ciba, Ltd., of which you are 
a part ¢ 

Mr. Harnes. It had sales in 1958 of about $210 million. It has 
about 20,000 employees, worldwide. 

Senator Kerauver. Do you have any idea of the net worth of Ciba, 
Ltd.? 

Mr. Harnegs. No; I do not, sir. 

Senator Knrauver. What were the sales of Ciba, United States? 

Mr. Harnes. Our sales last year were about $4214 million, pharma- 
ceutical sales. 

Senator Krerauver. Do you publish the financial statement of Ciba, 
United States, separate and apart from Ciba, Ltd. ? 

Mr. Hatnes. We do not; no. 

Senator Kerauver. We asked for this information in our subpena, 
in our letters—— 

Mr. Harnes. We sent it to you. 

Senator Kerauver. And you gave it to us for 1 year, 1958. 

Mr. Harnes. Isn’t that all you asked us for ? 

Senator Krerauver. I thought we asked for it over a period of—do 
you have the information for your other years? 

Mr. Harnes. Well, I can get it ;.yes, sir. 

Senator Kreravuver. Will you furnish it to the committee? 

Mr. Hatrnes. Yes, sir. What other years do you want, Mr. Chair- 
man ? 

Senator Keravver. I would like to have it include 1949 through—— 

Mr. Hatnes. Through 1958? 

Snator Keravver. Let’s get a 10-year period. Do you not have it 
through 1959, now ? 

Mr. Harnes. We will have it within a week, I would imagine. Our 
books are not closed yet, but they will be soon. 
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(The material referred to follows :) 


CIBA PHARMACEUTICAL Propucts, INo. 


Earnings statement from 1949 through 1958 
[In thousands] 


] 
Cost of goods sold 


Gross profit 


Operating expenses: 
Advertising 
Selling 


Total sales expense 
Research 


Barnings before taxes............ 


Federal income taxes 


6, 170 


$35, 111 
4, 909 


$36, 216 
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Oost of goods sold. 
Gross profit 
Operating expenses: 


Advertising 
Selling 


$21, 255 
4, 16( 


17, 095 


7, 453 4, 372 
7,977 5, 057 





$18, 965 


15,018 


$16, 162 
3, 393 


12, 769 


1950 1949 


$15, 463 
3, 396 


12, 067 


$13, 808 
2 





2, 944 
3, 828 


3, 152 


2, 252 


1,749 


Total sales expense 
Research 


Total operating expense 11,121 


Barnings before taxes......-.-.-.---------- 5,974| 4,497 | ‘ 5, 074 
Federal income taxes 1,773 2, 024 a5 2, 309 


4, 201 2,473 2, 765 


, 521 





Senator Keravuver. In the profits that you have given us here, is 
that Ciba, United States, or is that Ciba, Ltd. ? 38 

Mr. Harness. No; I gave you the profits of the Ciba Pharmaceuti- 
tal Products, Inc., which is a New Jersey corporation. 

Senator Krrauver. How much of your profit is sent to Ciba, Ltd. ? 

Mr. Harnes. In dividends? 

Senator Kerauver. Yes—or royalties, or whatever it is—let’s say, 
first, in dividends. What are your dividends for Ciba, Ltd. ? 

Mr. Harnes. They were $1.3 million in 1959; they were $1.3 mil- 
lion the year before; and I think this year we are planning to in- 
crease it; it will be just under $1.6 million in 1960. 

Senator Kerauver. So something like 40 poo of your net 
after taxes you are sending back to Switzerland ? 

Mr. Hanes. Is it that much? 


‘Mr. Haines subsequently stated that this figure should actually be about 25 percent 
in 1959 and 27 percent in 1958. 
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Senator Keravuver. After taxes, it is $4,856,000. 

Mr. Harness. That would be about right. 

Senator Krerauver. You are sending back about 40 percent? 

Mr. Hatnes. The rest is invested in the business in this country. 

Senator Keravuver. I am glad to see Ciba, Ltd., doing well, making 
a lot of money to send back to the parent company. Is that policy 
fixed by you or by Ciba, Ltd. ? 

Mr. Harnes. Well, I don’t know that it is fixed by anybody. As 
we need the money to reinvest here, as we see the chance to develop 
our plants or laboratories, we primarily used money that we earn 
here. Actually, on a net basis, Ciba sends much more money over to 
the United States than we send back. They have to get some return 
on their investment in this country, or the Swiss tax authorities or 
others wouldn’t like it. 

Senator Kerauver. What is their investment in this country! 
What is the net worth of your plant—not plastics and dyestuffs— 

Mr. Harnes. Just pharmaceuticals? 

Senator Kerauver. Yes. 

Mr. Harnes. The replacement—— 

Senator Keravuver. The net worth. 

Mr. Harnes. A little over $22 million. I think Mr. Dixon has the 
figures in front of him. 

Senator Kerauver. What is your net worth? 

Mr. Harnes. Isn’t it $22 million ? 

Senator Keravuver. No. 

Mr. Hatnes. In 1958 it was $21,909,000. 

Senator Kreravuver. Is that replacement, or is that net worth? 

Mr. Hanes. It is net worth, per books. 

Senator Kerauver. Then do you pay Ciba, Ltd., royalties? 

Mr. Harnes. No; I don’t think—I can’t think of an case—well, 
there is one small exception, we do, on one product, Elkosin. It is 
a very small product; it wouldn’t amount to very much. 

Senator Kerauver. How about Serpasil ? 

Mr. Hatnes. No; the normal way we operate this business is this: 
All the U.S. patents are assigned to Ciba Pharmaceutical Products, 
Inc., even though the basic application is made by the Swiss chemists, 
and we own the patents here in the United States, whether the inven- 
tion was made in Switzerland or the United States, so there is never 
any occasion to license. 

nenster Kerauver. How many members are on the board of direc- 
tors of Ciba, Ltd. ? 

Mr. Harnes. How many Americans? 

Senator Kerauver. How many members are there of the board of 
directors of Ciba, Ltd. ? 

Mr. Harnes. There are 10 or 12, Senator—you mean the parent 
company ? 

Senator Keravver. Yes; the company that you belong to. 

Mr. Hatnes. Senator, my associates here are trying to find the an- 
nual report of the parent company. 

Senator Kerauver. They are all Swiss? 

Mr. Hatnes. They are all Swiss; yes, sir—no; there is one excep- 
tion; there is one Canadian. 

(Subsequently Mr. Haines supplied the list requested :) 
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Boarp or Directors, Crea, Lrp. 
Dr. Dr. h.c. R. Kappeli, chairman, Rieben. 
Dr. R. Speich, vice chairman, Basel. 
Dr. Dr. h.c. A. Wilhelm, vice chairman, Bottmingen. 
Dr. H. C. P. Bolla, Morcote. 
Dr. Dr. h.c. C. J. Burckhardt, Vinzel. 
Frank B. Common, Q.C., Montreal. 
Dr. R. V. Heberlein, Wattwil (died January 6, 1958). 
Prof. Dr. Dr. h.c. Ludwig, Basel. 
Christian Schmid, St. Moritz. 
Dr. S. Schweizer, Arlesheim. 
Dr. M. Staehelin, Basel. 
H. R. Suter, Binningen. 
Dr. H. Wolfer-Sulzer, Winterthur. 


Senator Keravver. So the decisions are made there ultimately on 
what your profits are going to be, what your sales price is going to be, 
what you are going to send back to Switzerland, what your expan- 
one . going to be. All these things have to be decided in Switzer- 
lan 

Mr. Hatnes. Not as a practical matter, but they have the ultimate 
say. 

_— Keravver. They have the ultimate power? 
Mr. Harnes. Oh, yes. 

Mr. Cuumepris. A moment ago Senator Kefauver asked you a 
question: What would be your ratio of your profit after taxes on net 
worth? And he gave you a figure, and whether it was 40 percent, and 
I think it is 1.3 as to 4.8, which would be just a little off 25 percent, 
wouldn’t it? 

Mr. Harnes. I thought that the Senator asked me what the—how 
much in dividends we sent back. 

Wasn’t that your question, Senator? 

Senator Krravuver. That was my question. 

Mr. Harness. I didn’t work out the arithmetic, but our net after 
taxes—— 


ee Keravuver. Give us the numbers again, and we will get it 
clear. 

Mr. Hatrnes. Our net after taxes in 1958 was $4,856,000. 

Senator Kerauver. Yes—— 

Mr. Hatnes. And the amount of money remitted to Switzerland 

that year was about $1,350,000. 

Mr. Cuumpris. And somehow 40 percent got into that; 1.3 into 4.8 

would be not more than what ; 27 or 28 percent ? 

Senator Keravver. A little bit less than 30 percent. 

Mr. Harnes. That is about right. 

Senstor Keravver. But you have raised your dividends since that 

time ? 

Mr. Harnes. We are planning this year, in 1960, to pay a little bit 

more, $1.6 million, I think—a little under $1.6 million. 

Senator Kerauver. I am impressed, sir, and I wish that more com- 
anies holding patents would follow your good lead. Your product 
ad been used in India for a long time. I took a bite of that bark a 

little while ago, and I haven’t felt any deleterious effect as yet. 

Mr. Kittrie said he read that the great Indian leader, Mahatma 

Gandhi, used to chew on this bark. 
35621—60—pt. 1634 
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Mr. Haines. Iam glad he did, sir. 

Senator Kerauver. We are glad to have Senator Hart with us. 

I understand with Rawwolfia serpentina, some companies were 
grinding the whole thing, some companies were just taking the bark, 
and grinding that up, and some companies made other operations out 
of it. Its root has been known in India for 900 years. 

Mr. Harnes. Yes, and, as Dr. Lehmann testified last Friday, until 
the active substance had been isolated in pure form it could not be 
used properly for psychiatric and other use because the matter of dos- 
age, of course, is critical, and, when you have it in the form of ground- 
up root, it is hard to get, or impossible to get, an accurate dosage. The 
amount. of alkaloid contained in the root varies a good deal with the 
age of the plant, the variety, where the plant comes from. The in- 
jectable form could not be prepared from whole root; you would have 
to have the crystalline form to make an injectable form. It is quite 
a different product, sir. 

Senator Kerauver. What Dr. Schlittler did was to take this and 
analyze it and he developed an alkaloid in Ciba, Switzerland ? 

Mr. Harnes. Yes, sir. 

Senator Keravuver. I didn’t understand this business of getting a 
patent on the raw materials that have been used for 900 years. 

Mr. Harnes. May I have Dr. Schlittler explain it to you. 

Senator Kerauver. Yes. But will you let me ask you—I don’t want 
a detailed definition—was there opposition to the patent ? 

Mr. Harness. No other firm applied, there was no interference pro- 
ceeding in this case. 

Senator Keravuver. Was it Squibb that was using it at that time, 
you said ? 

Mr. Harnes. Squibb was using the whole root, they had introduced 
it, I think, earlier in the same year, 1953. 

Senator Kerauver. We will have Dr. Schlittler testify after a while. 
I don’t want a lot of detail. But.we understand that you isolated part 
of it, and something was left over, and that was what you secured a 
patent on. 

Mr Harnes. Yes, there are a great many alkaloids contained in the 
bark of the root of this plant, some 30. 

Senator Keravuver. Then doing what I think is a very good idea, 
you make it available to other companies that you have listed here, 
after you had your patent on it. 

Mr. Hatnes. That’s right, sir; from the publications in the scien- 
tific literature—— 

Senator Kerauver. When you had your patent on Serpasil, you 
made it available to others? 

Mr. Harnes. Yes, we did. 

Senator Kerauver. What is the royalty requirement ? 

Mr. Harnes. Six percent. 

Senator Kerauver. Whether you manufacture it or they manufac- 
ture it ? 

Mr. Harnes. No, when they buy it from us, they don’t pay a royalty. 

Senator Keravver. But the manufacturer pays 6 percent ? 

Mr. Hatnezs. They pay 6 percent. 


Senator Keravver. Is that a policy you follow generally on the 
amount you charge? 
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Mr. Hatnes. Quite generally, yes; we have a great many licenses 
outstanding. 

Senator Eeerwe, This is your general policy of licensing people 
tomanufacture a new product ? 

Mr. Hanes. I wouldn’t say it is a universal policy, but I think you 
could say it is a general policy. 

Senator Keravuver. You don’t think you had sort of a shaky patent 
on a product that has been in use for 900 years? Did that have any- 
thing to do with your decision to make it available generally so nobody 
would stir up a mess? 

Mr. Harnes. Not at all, sir. 

Senator Kerauver. Do you license Elkosin ? 

Mr. Hatnes. We don’t own the patent. That was the one excep- 
tion. That belongs to another company. 

Senator Krrauver. Who does it belong to? 

Mr. Harnes. Geigy. 

Senator Krerauver. You have the exclusive use over here? 

Mr. Harnes. I don’t think so, I think it is nonexclusive. I am told 
we did originally have an exclusive license, and then we exchanged 
it for a nonexclusive one. 

Senator Kerauver. When you had a license, did you let anybody 
else have any of it? 

Mr. Harnes. When we had an exclusive license? We had no right 
to grant a sublicense, as I remember. 

amen Kerauver. What drugs do you have a monopoly position 
on? 

Mr. Harnes. Well, there are a good many products where the sale 
islimited and the total demand is fairly sail. 

Senator Keravuver. Let’s take one of them. 

Mr. Harness. All right, Regitine is a good example, a fairly recent 
product of ours, it is a product used almost entirely, I think entirely 
as a diagnostic agent to diagnose a tumor on the adrenal gland. 

Senator Kerauver. That was developed by Ciba, Switzerland ? 

Mr. Harnes. Yes. We developed the use of the product and the 
total sales amount to about $150,000 a year. 

Senator Kerauver. Might you not get more if you let other people 
manufacture it ? 

Mr. Harness. I don’t think so, sir. Every doctor who has a patient 
that he suspects of having that ailment, knows of this product and 
would perform the test. 

Senator Krerauver. Do you have a list of the products in the 
United States that you are talking about here? 

Mr. Haines. The products? 

Senator Kerauver. The products that you discovered or developed? 

Mr. Harnes. Yes, I have got them. 

Senator Keravver. Will you furnish them? 

Mr. Harnzs. A list of these products? 

Senator Kerauver. Yes, you have them there. Read them one by 
one. 

Mr. Haines. Antrenyl. 

Senator Krrauver. What is that? 

Mr. Harnes. That is an antispasmodic and anticholinergic. 

Senator Kerauver. Do you have a patent on that? 
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Mr. Harnes. Yes, we have a patent on that. 

Senator Keravuver. Do you license people on that ? 

Mr. Harnes. No, we do not. 

Senator Keravuver. Why don’t you? 

Mr. Hares. I don’t think anybody has ever asked us, the sales are 
about $200,000 a year. 

Senator Krrauver. That is as much as the sales of these small com- 
panies. What is the next one? 

Mr. Harnzus. We are trying to get somebody interested in it right 
now. 

But no one isso far. 

Senator Kerauver. What is your next one? 

Mr. Harnes. Apresoline. 

Senator Kerauver. What is that? 

Mr. Harnes. That is to reduce blood pressure. 

Senator Kerauver. How much are your sales on that ? 

Mr. Harnes. Our sales on that are large, that is a very successful 
product. But again, nobody has ever asked us for a license. 

Senator Kerauver. Nobody has asked you for a license, you say. 
What is the next one? 

Mr. Hatnes. Bradosol, the patent on that has expired. 

Senator Keravuver. Did you license people on that? 

Mr. Harnes. Well, we didn’t actually introduce it on the market 
ourselves while the patent was alive. 

Senator Kerauver. On Apresoline, you could, if you wanted to, be 
generous as you are with Serpasil, you could ask some of the com- 
panies whether they wanted to—— 

Mr. Harnes. Senator, in the last few months we have set up a 
new department in our company which is supposed to do just that. 

Senator Keravver. What is your next one? 

ne Hatnes. Carmethose. I don’t remember that there is a patent 
on that. 5 

Senator Krravver. Do you license people? 

Mr. Hatnes. No, on that we are a licensee of the Michael Reese 
Hospital. 

Senator Keravver. Is that 1 of the 14 you put on the market? 

Mr. Harnezs. That is 1 of the 14 we put on the market. 

Senator Krrauver. But you are just a licensee and developed it 
yourselves ¢ 

Mr. Harnes. Yes, we developed the product, but it happens to be 
covered by a patent that is owned by the Michael Reese Hospital, and 
we had to get a license from them to use it. 

Senator Kerauver. Another company has the process patent, but 
you had to get a license on a drug that is 1 of the 14 you claim you 
developed ? 

Mr. Harnes. Yes, sir. 

Senator Keravver. What is the next one? 

Mr. Hatnes. Doriden. 

Senator Keravuver. I have heard of that. 

Mr. Harnes. That isa sleeping tablet. 

Senator Keravuver. Did you develop that? 

Mr. Harnes. Oh, yes; we developed that. 

Senator Kerauver. Where? 
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Mr. Hatnes. In Switzerland. 

Senator Kerauver. Is that 1 of the 14 you claim was developed 
here in the United States ? 

Mr. Harnes. That is 1 of the 14; yes. 

Senator Krrauver. Do you license people 

Mr. Hatnes. No; there are a number of other companies that have 
sleeping tablets, they are quite satisfied with theirs, and we are satisfied 
with ours. 

Again, I would entertain inquiries. 

Senator Kerauver. If people thought you might license some of 
these products, they would come around, but so far you have just 
been generous on this 900-year-old product. 

What is the next one? 

Mr. Harnes. Ecolid. 

Senator Kerauver. What is that? 

Mr. Harnes. That is what is known as a ganglionic blocker to re- 
duce very high blood pressure in very stubborn cases. 

Senator Kerauver. Did you discover that ? 

Mr. Harnes. Yes. And there we got into a patent interference— 
Did we win the interference ?—we are not absolutely certain whether 
we got it or whether the Geschicter Foundation of Chicago was 
finally awarded priority in that case. 

Senator Kerauver. Did you develop it here or in Switzerland? 

Mr. Hatnes. That was done here. 

Senator Kerauver. Do you license anybody ? 

Mr. Haines. I don’t think we owned the patent—it is a very small 
product. 

Senator Krerauver. Some of these companies license people before 
they ever get a patent. 

Mr. Hanes. You can’t license before you ever get a patent. You 
can promise that you will give them a license. 

Senator Kerauver. You are wrong about that. You can license 
them and collect a royalty, did you know that? 

Mr. Hares. I know you can’t license unless you get a patent. If 
somebody is willing to pay you royalities before the patent is is- 
sued to you as part of the consideration for 

Senator Kerauver. That is what I always thought, but we found 
out different, But anyway, what is your next product? 

Mr. Harnes. The next one is Elkosin, 

Senator Kerauver. Your reserpine patent was issued in June 1956, 
was it not? 

Mr. Harnes. Yes, from the literature and the published paper it 
was obvious to a good many companies that we would apply for a 
patent and we would probably get it. 

Beater Keravver. Six months earlier you started charging a 
royalty 

Mr, Haines. We did not get a penny before we got the patent. 


Senator Keravuver. You started getting royalities from January 
1, 1956, according to what I have here. 

Mr. Harnes. Senator, I think you will find that in some of the 
foreign countries patents were issued before the U.S. patent, and those 
royalties must be for sales in the foreign countries. 
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Senator Keravuver. Will you have some of your people look it up? 

According to our record, you started charging Merck & Co. on 
July 1, 1955, for reserpine. 

r. Harness. My recollection is that Merck never came out with 

the product, 

Senator Keravuver. I know, but you made them pay you a royalty. 

Mr. Hatnes. They never would have paid anything if they didn’t 
come out with the product. 

Senator Kerauver. Or agreed to to pay you a royalty. 

Mr. Hares. In the Penick license, it specifically says in article 
8, subsection D, 


No royalties are due if no patent covered by this agreement shall be in effect 
in either the country of manufacture or use or the country in which the mate 
rial is sold, or to which it is exported. 

It specifically says we don’t get a royalty until the patent is issued. 

Senator Kerauver. That is in article 3? 

Mr. Harnes. Yes, it is on page 4 of the Penick license. 

Senator Krrauver. We have a copy of it here. Let’s make it 
exhibit 215. It will speak for itself. 

(Exhibit No. 215 may be found on p. 10145.) 

Senator Krravver. Is this the license to them? It says “A grant 
of license.” 

Mr. Harnes. Yes, the way this was handled was this. The applica- 
tions were filed in a great many countries of the world. And in 
some countries the patents issued much faster than in others. Penick 
and a great many of these firms wanted licenses where they could sell 
all over. So they were granted in one agreement licenses under all the 
patents they then sought to get. And different rates of royalties 
are payable if the patent issued in one country is only a process patent. 
Some countries, as you said yesterday or the day before, don’t issue 
product patents. Then they pay at a lower royalty rate than they do 
in sales in a country that grants product patents. 

Senator Kerauver. This agreement is with Ciba, Ltd. 

Mr. Hatnes. Yes, and this is one case 

Senator Kerauver. Whenever a license is issued by Ciba, Ltd., no 
matter whether it is in Switzerland, or wherever it is, if no license 
has been issued in the United States, they have to start paying you a 
royalty ? 

Mr. Harnes. They start paying royalty in a country that has an 
issued patent, they would not pay royalties in the United States 
until the U.S. patent issued. 

Senator Keravver. All right. This is long and I won’t undertake 
to read it. But anyway, you did undertake to issue licenses before 
you had a patent? 

Mr. Hatnes. We agreed with those companies that when, as and if 
we got patents, they would get licenses. And as soon as a patent 1s 
issued in one country—take any country you like, England, for 
example—— 

Senator Kerauver. The point is on the reserpine license agreement, 
you did enter into license agreement with those companies before you 
ever secured a patent. That is what you said a little while ago; you 
didn’t think it could be done. 
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Mr. Harnes. I am afraid I haven’t made myself plain. When you 
have an invention, you apply for patents in such countries of the 
world as you think are important to you. 

Some countries only grant process patents, some countries grant 
product patents. Now, if a manufacturer with a worldwide business 
wants to sell reserpine, I think probably the earliest patent issued 
would be in South Africa; they come out very quickly there. He 
comes to Ciba and says, I want to go in the reserpine business, but I 
don’t want to start in and then have you get a patent and close me out. 
What is your policy going to be? And we say, we will license you 
under such patent as we get when they are issued. So you sign up 
an agreement today saying that you will have a license in any country 
in which we get a patent. If the patent is a process patent, you pay 
royalties at a certain rate, if it is a product patent you pay royalties 
at 6 percent. 

The man pays no royalties until the patent issues. 

Senator Kerauver. That is the difference between what happened 
here and what happened in—let’s have a 5-minute recess; we have 
been going quite awhile. 

Senator Keravuver. Very well; we are going down the list of drugs 
that you have discovered here in the United States. 

Mr. Haines. May I go back to the licensing question a minute ? 

Senator Kerauver. Yes. 

Mr. Hatrnes. I think the statement was made by Mr. Dixon that we 
received royalties from Merck before a patent issued. The Merck 
agreement specifically states—— 

Senator Krrauver. I think the question was when you did. 

Mr. Hates (reading) : 

The royalty shall be payable from the date of issuance until the date of 
expiration of the patent involved. 

Kenator Krerauver. Whatever was said, we are glad to have that 
corrected. 

Mr. Harnes. Then we come to a product, Vinactane. That is an 
antibiotic that we discovered in our laboratories in Summit. We 
received a patent on it, and we have licensed Pfizer and Parke, Davis. 
And we are the only three companies that sell it. 

Senator Kerauver. Are Pfizer and Parke, Davis the only ones who 
have asked to be licensed ? : 

Mr. Harnes. They are the only ones—it is an antibiotic that is used 
in the treatment of streptomycin-resistant TB. Veterans’ Adminis- 
tration hospitals are the largest customers. It has to be used almost 
entirely in hospitals. The sales are small. 

Senator Kerauver. What is the next drug? 

Mr. Harnes. I think I discussed Regitine. Regitine was discovered 
in Switzerland, and it was sent over here for screening. There was 
no known use for the product until we screened it pharmacologically 
over here and developed the use for it. 

Senator Krrauver. Although the raw product was being used and 
sold 2 

Mr. Hatnes. Yes. Chemists will synthesize products, and you don’t 
know what they are for, and you give them pharmacological screening 
and find a use for them in one field or another. 

Senator Krravuver. What is the next one? 
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Mr. Harnes. The next one is a central nervous stimulant called 
Ritalin. 

Senator Kerauver. Where was that developed ? 

Mr. Harnes. That is a central nervous stimulant. 

Senator Knrauver. Where was that developed ? 

Mr. Hatnes. That was developed in Switzerland. 

We have a patent on it. And we are trying now to sell it. We 
have offered it to several firms, and we are still negotiating with them, 

Senator Kreravuver. Do you have it licensed as yet ? 

Mr. Harnes. Notas yet. 

Senator Kreravver. What is the next one? 

Mr. Harnes. Singoserp. It was discovered here by Dr. Schlittler 
in our laboratories here in Summit. 

Senator Kerauver. Do you havea patent on that? 

Mr. Harnes. Yes, the patent is issued. 

Senator Kerauver. Have you licensed it ? 

Mr. Hatnes. No, we have patents on other alkaloids of Rau- 
wolfia 

Senator Kerauver. You do have a patent on it? 

Mr. Hatnes. Yes. 

Senator Keravuver. Do you license anybody ? 

Mr. Hatnes. Nobody has asked for one. As I say, we have patents 
on other Rauwolfia alkaloids, and one product is put out by Abbott 
under a license from us under the name of Harmony! and the other 
I think by Pfizer under the name om Moderil. 

Senator Keravuver. What is the next drug? 

Mr. Hares. Tessalon, that is a cough medicine developed in Swit- 
zerland. I expect it is patented; we have never been asked for a li- 
cense, and have not granted one. 

We have tried to sell the product to another firm. 

Senator Kerrauver. Outside of Reserpine, the little companies 
haven’t been given any of these lieenses ? 

Mr. Hatnes. No, but we have other lines of products. In the sex 
hormone field, and so on, we must have 40 or 50 license agreements 
or more, I expect. 

Senator Keravuver. But you don’t have patents on those ? 

Mr. Harnes. We would have to have patents to have licenses, yes. 

Senator Krravuver. I thought you had just developed 14 here in the 
United States ? 

Mr. Harnes. In the last 10 years. 

Senator Krrauver. What is the next one? 

Mr. Harness. I think that is the list, sir. 

Senator Keravuver. Out of this information—— 

Mr. Harnzs. Did I skip some? 

I skipped one, Itrumil. That is a small product, a thyroid product. 

That was developed here. 

Senator Keravuver. Did you license that ? 

Mr. Haines. No. 

Senator Krravver. You have mentioned all 14 of them, and 4 were 
developed here in the United States. 

Mr. Hanus. Four developed here in the United States, yes, sir. 
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Senator Kerauver. We had a little company here this morning, 
Panray, which does a million and a half in sales, and they have de- 
veloped several new products. I think they mentioned four that 
they had developed “a put on the market. 

Mr. Harnes. Senator, the way the thing works is this, until Pro- 
fessor Schlittler came over here in 1953, we did very little chemical 
research here in the United States. 

The chemical research was done in Switzerland. Chemists synthe- 
size products, and then they have to be screened to determine their 
pharmacological activity. 

We have i rge pharmacological laboratories and biological labora- 
tories here, so that we did the screening, and discovered the utility 
of the product, and so on, in this country. 

Now, since 1953, we have built up, Professor Schlittler has built up 
our chemical research here in the United States very successfully, and 
the products we are now introducing or are about to introduce in 
1960, the greater part of them were discovered in his laboratory here 
in the United States. 

Senator Keravver. I’m glad he is here. He is a well-known scien- 
tist, and I know he will give us the facts. 

But the point I make is that you have disparaged little companies 
with being coattail riders. You say you have produced 14 drugs, but 
only 4 in this country. Many little companies have produced more 
products than you have. 

Mr. Harnes. I won’t go back over the point that whether the com- 
pound is originally synthesized in the Ciba Laboratories in Switzer- 
land or in Summit, it is still done by a Ciba company. But I don’t 
mean to disparage small companies. Of the 59 companies that intro- 
duced new chemical entities in the 10-year period, a great many are 
small companies. 

Senator Kerravuver. I don’t think you ought to use the phrase 
“coattail riders.” There was a little manufacturer here from Iowa 
the other day. He has a little plant, he is trying mighty hard, and he 
has produced a good product. Dr. Maney—you have heard of him? 

Mr. Harnes. Yes. 

Senator Kerauver. Would you call him a coattail rider? 

Mr. Harnzgs. No, he is a company that is doing research. Some of 
the big companies are coattail riders. I didn’t mean to distingush 
between large and small here. 

Senator Kerauver. Which big companies are coattail riders, then? 

Mr. Harnes. I would rather not answer that. 

Senator Krrauver. American Home hasn’t done any research to 
speak of. Is that one you mean ? 

Mr. Harnes. Well, there may be all large pharmaceutical companies 
that are not on this list of companies. 

Senator Kerauver. To come down to it, really, the truth is, then, 
as far as efficiency, quality control, and research are concerned, they 
are not a monopoly of large companies. 

Mr. Harnes. It costs about $45,000 a year to support a Ph. D. doing 
research. 

Senator Keravuver. I might say that Dr. Blair took up the wrong 
kind of Ph. D. work. 
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Mr. Harnes. Well, you often get a Ph. D. degree in chemistry—I 
didn’t mean that the $45,000 was salary, I mean the cost to the com- 
pany of maintaining a Ph. D. in research, only part is salary, he has 
to have assistants and equipment, and so on. 

Senator Keravuver. You don’t mean that you pay him that much? 

Mr. Harnes. No, if you have 10 Ph. D.’s working for you on re- 
search, you have to figure that your operating research budget will be 
$410,000 or $420,000. 

Senator Krravuver. I was interested in your statement about how 
you make a low price to patients in hospitals and perform a good 
public service in doing so. That is fine. 

Don’t a great many hospitals buy from formularies ? 

Mr. Hatnes. Oh, a great many. 

Senator Keravuver. And when they buy that way, they usually buy 
under a generic name; do they not? 

Mr. Harnes. Yes, sir. 

Senator Kreravuver. That is when you hit competition, and you have 
to get your price down ? 

Mr. Harnes. Not all hospitals buy that way; a great many will buy 
Serpasil. 

Senator Keravuver. The information we have is that many hospitals 
buy under formularies, generically, so that little companies have a 
chance to compete. Their plants have been inspected by MMSA, and 
by the Food and Drug Administration in order to insure a good 
product. For that reason, then, you have to meet competition. 

Mr. Hatnes. Those are the Federal hospitals, of course. 

Senator Keravver. Not Federal, but State hospitals. 

Mr. Harnes. Some buy under trade names and many private hos- 
pitals buy under formularies. 

Senator Kerauver. And that is where you compete—— 

Mr. Harnes. But many buy under the trade name. 

Senator Kerauver. You are not beating them by favoritism, but 
you are beating them by competition. 

Mr. Hatnes. But my remarks in my opening statement are intended 
to explain that it is not an unfavorable thing against the public to 
charge a low price to the hospital. That was an impression I had 
gotten by reading the newspapers. 

Senator Krrauver. It is not only not unfavorable, but it is highly 
laudable to have competition and, therefore, charge a low price. 

But in your statement you say, “We are rendering a real service to 
low income patients by our low hospital prices.” But it is not be- 
cause you want to sell at low prices but because you have to meet 
competition. You are not engaging in any charitable act, you are just 
meeting competition to get business. 

Mr. Harnes. Yes; it is not against the public interest, our selling 
at very low prices. 

Senator Kerauver. No. But where you have a monopoly, you 
don’t get your prices down to anything like that, as we can show by 
the record here. 

Mr. Hatnes. We have quantity discounts; yes, sir. 
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Senator Keravuver. Yes; but you don’t get way down to one-tenth, 
one-fifth, or one-sixth your regular price. You don’t get down to 70 
cents or $1 per 1,000 tablets on Reserpine, 0.25 milligrams, whereas the 
game thing is sold to the druggist for $30-odd. 

Mr. Haines. We couldn’t run our company if we did, sir. 

Senator Krerauver. But where you have to meet competition, you 
have lowered the prices in that way. 

Mr. Hatnes. But we also have a big business to the trade through 
pharmacists where we get the money in to run the company. 

Senator Kerauver. On your patented product, do you give a 20 
percent discount to the hospitals which are the big purchasers? 

Mr. Harnes. It is 15 percent. regular discounts to hospitals, and 
then the quantity discounts on large quantities. 

Senator Kerauver. You pointed out that the reason for that is 
that, you sell in much larger quantities, not so much handling, not so 
much wrapping 

Mr. Hartnes. That accounts for the difference in rate; yes, sir. It is 
obviously much cheaper to ship a man a couple of million tablets by 
— than to have to bill and handle thousands of separate bottles 
of 100. 

Senator Kerauver. How many detail men do you have? 

Mr. Harness. We have an authorized strength of 302. As of the 
end of the year, we actually had 299 on the payroll. 

Senator Kerauver. How many employees do you have altogether? 

Mr. Harnes. A little over 1,500. 

Senator Keravuver. About one-fifth of your employees are detail- 
men ? 

Mr. Harnes. Yes. 

Senator Keravver. I notice in your statement that you talk about 
controls, the reasons why the doctors ought to prescribe your trade 
name, and you talk about the delay of the U.S. Pharmacopoeia in 
certifying them. 

Then you wind up by saying: 



































Is it any wonder, then, that most physicians would only prescribe the reserpine 


products of those companies in which they had the highest confidence and 
respect ? 






You continue: 






In the case of Rauwolfia products alone, there were in the last few years 12 
separate cases where the product has been seized and destroyed by the Food and 
Drug Administration, because the seized material did not comply with FDA 
regulations— 


and so forth. 

We understand that small companies are inspected by the MMA, 
to say nothing about being required to comply with food and drug 
regulations. These agencies ought to have more money, and maybe 
a stronger law to insure safety, and we hope something can be done 
about that. 

In addition to that, we have found that a great many of these small 
companies have been very closely inspected and have to comply with 
very rigid specifications, because they sell to the Government, or to 
the Veterans’ Administration. These agencies look over their plants 
and see that they have good control mechanism, and these companies 
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come up just as efficient as you or some of the other big companies, 
isn’t that true ? 

Mr. Harnes. Of course, sir. 

Senator Keravuver. Your implication is that some of these littl 
companies that use Rauwolfia 

r. Hatnes. In a hasty check, we found 25 seizures on 12 separate 
occasions. 

Senator Keravver. Is one the Armour Laboratories of Chicago! 

Mr. Hares. That is not a large company. 

Senator Keravuver. It is part of the Armour meat packing company, 

Mr. Haines. Yes. 

Senator Kerauver. They had their Rauwolfia product seized on 
May 4, 1954. That is one of the cases you cite, isn’t it? But Pfizer 
has had drugs seized and many of the other large companies have. 

You don’t mean there are seizures only of small companies, and 
not of big companies ? 

Mr. Harnes. Not at all. 

_ Senator Keravver. All right; I just didn’t want you to leave that 
impression, 

You talk about high profits in your statement. You showed some- 
thing from the First National City Bank of New York, I believe; it’s 
a monthly letter of April 1959. You saw the list we had here the 
other day of high profits on net worth and sales of the largest com- 
panies, didn’t you? 

Mr. Harnzs. I did, sir. Of course, those were only large companies. 

Senator Keravuver. You are familiar with that, aren’t you ? 

Mr. Harnes. Oh; yes, sir. 

Senator Keravuver. On the information supplied us on net worth, 
you would rank between 18th and 19th—that is, you would fit in at 
the top of the list of companies. You would rank between 18th and 
19th with 22.9 percent return on net worth after research and after 
everything. , 

Mr. Hangs. That’s right. 

Senator Kerauver. On the basis of sales after taxes, if you were 
put among the 50 highest, you would rank between 22d and 234, 
with 12 percent. 

Looking at the exhibit of the two Fortune listings, I believe there 
are more drug companies on this list than any other type of com- 
pany. Does that surprise you? 

Mr. Hates. Well, I don’t know how—you see, the public utilities, 
are they omitted from that list? 

They must be. 

Senator Kerauver. We are talking about manufacturing businesses. 
Public utilities are a regulated industry. 

Mr. Harnes. Yes, and if they are regulated it is found proper that 
they show a proper return after taxes, of 16 percent. 

Senator Kurauver. What is regulated is their profit on investment, 
and in order to get that, they are allowed a higher profit on sales 1 
some instances. ' 

For regulatory agencies—I believe you are very familiar with this, 
from your experience in law—the ratemaking base is usually some- 
where around 6 percent of the investment, isn’t that true? 
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Mr. Harnegs. Yes, but not of the net worth the way it is computed 
here, it is on the reproduction value. 

That is quite different. 

Senator Krravuver. It seldom is. You remember the Smith v. 
Haines case; there was quite an argument about that. 

Mr. Hatnes. They do let you offer testimony as to reproduction 
value. 

Senator Kuravuver. Not only that, but it is on original investment, 
since it is 6 gee In order to get that, of course, the regulatory 
agencies do let them get their return on sales up in order to earn 
their 6 percent, isn’t that true? 

Mr. Hares. I think it must be, sir. 

Senator Kuravver. That is on telephone and telegraph, electric and 
gas utilities; that takes care of them on your list. 

Now, on cement—I can’t see any cement companies, but perhaps 
they are listed. 

Mr. Harnes. Yes, Lone Star is on there. 

Lone Star Cement is No. 9 on it—there are two of them, Ideal 
Cement Co.—this is on net profit—— 

Senator Keravuver. That is 16.1 percent on sales, that’s right. 

Mr, Hatnus. The Ideal Cement Co., that is No. 2 on your list. 

Senator Kerauver. Are they listed under net worth ? 

Mr. Haines. I am looking down the list here. 

Senator Kerauver. You have before you, I suppose, the First Na- 
tional City Bank letter that you referred to? 

Mr. Harnes. Yes, I have. 

Senator Kurauver. We will put page 40 in the record as an 
exhibit. 

Mr. Drxon. Exhibit 216. 

(Exhibit No. 216 follows :) 
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Senator Keravver. I see here that drugs and medicines reported 
on net income after taxes, in 1958, $296 million; 23.7 percent in 1957, 
21.9 percent in 1958 on net worth after taxes. 

I have looked up and down the list, and that is 6 percentage points 
above any other industry I can find. You look and see if you find 
any that is higher. The next highest one seems to be cement, with 16 

ercent. Drugs and medicines is 5.9 percent above any other in- 
lager that we find on this list. 

Mr. Harnes. Yes. 

Senator Keravver. This includes some of the medium-sized com- 
panies, and whatnot. 

Mr. Haines. The National City Bank would not give us the list. 
It included 16 of the 20 companies subpenaed in this investigation, 
they did tell us that. 

It does not include American Cyanamid with its Lederle division, 
or American 

Senator Kerauver. Or American Home Products, because they 
have some conglomerate businesses. 

Mr. Hatnes. Probably not. 

We think it does—they wouldn’t give us a list of the companies, 
we tried to get it from them. 

Senator Kerauver. Then your industry is by 6 percentage points 
higher than any other industry, in your return on net worth; is that it? 

r. Harnegs. Yes, sir. 

Senator Kerauver. You are No. 2 in sales, exceeded only by ce- 
ment; you are 11.4 percent of sales in 1958. 

Mr. Hatnes. What about the mining companies, sir? 

Senator Kerauver. We are talking about manufacturing. Metal 
and coal mining are listed. I don’t see how you omit them if you 
talk about mining. 

. Mr. Hatnes. { was just explaining the list of the National City 
ank. 

Senator Keravuver. Metals and coals are mining, I assume. 

You are second on sales, with 11.4 percent, only cement is higher. 
The Federal Trade Commission has bone having trouble for years 
with a monopoly in cement. 

Coal mining 1s listed at 5.4 percent, on sales in 1958; metal mining, 
6.2 percent. But that would take them out. Total manufacturing, 
according to this chart, is 5.2 percent on sales. 

Mr. Harnes. Coal mining? 

Senator Keravuver. No, total manufacturing, a total of 1,852 com- 
panies. 

So you are more than twice the average for total manufacturing, is 
that right ? 

Mr. Harness. Yes, sir. 

Senator Keravver. For total manufacturing, net worth in 1958 
is 9.8 percent, is it not, on that table? 

Mr. Harness. Yes. 

Senator Keravuver. You are 2.5 times as high as total manufactur- 
ng? 

Mr. Hatnes. About twice. 

Senator Kerauver. Two 9’s are 18—let me see. 

Mr. Harnes. Yes, and it is 21. 

Senator Krrauver. But you say that your profits are lower. 
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Mr. Harnezs. No, sir; I did not say they were low. I say they were 
reasonable. 

Senator Keravver. In selling to sick people, why do you charge 
so much as to make 214 times the average for all manufacturing on 
your net worth, and more than two times the average manufactur- 
ing on your sales? You are not ne a luxury, you are selling a 
soc a omen. that people have to have. 

Mr. Harnegs. Senator, our prices are reasonable. The average price 
charged in a orag store for a Ciba prescription is $2.58, that is for 
everything we sell, the average of all prescriptions in the United 
States is $3.08, so that the average price of a Ciba prescription is 
below that, the average of all prescriptions. 

Senator Kerauver. What does that have to do with it? You don’t 
sell some of these drugs, do you? 

Mr. Harnes. I don’t think that—no, we do not. 

Senator Keravver. All right. 

Mr. Hatnes. But the cost of our drugs to a sick person even if we 
made no profit at all, would not be very much less. A man can be 
maintained on the recommended maintenance dose of our Serpasil at 
a cost of $27 a year, when he buys it on a prescription in a pharmacy. 

Senator Krrauver. People take more than Serpasil. They take a 
lot of other drugs too. 

Mr. Harnes. Of course, he has got to eat and sleep, I understand 
that, it is on top of everything else. 

Senator Keravuver. I have taken all this time with you because peo- 
S get the wrong impression that you’re way down under these other 

rug companies. But according to your statement, you are the highest 
in net worth, and in sales, more than twice as high as the average for 
all manufacturing. 

Ciba would be right near the top of Fortune’s list, between 18th and 
19th on invested capital, and between 22d and 23d on sales—among 
the 500 largest corporations. I think that is mighty high. 

Mr. Dixon. I would like to ask you to let us mark as exhibit 217 
the Ciba patent on reserpine issued June 26, 1956. 

Senator Kerauver. Let it be marked exhibit 217. 

(Exhibit No. 217 may be found on p. 10158.) 

Mr. Dixon. Mr. Haines, I believe that your product was first 
listed in the American Druggists Blue Book, 1954-55 edition. So 
obviously you did obtain the patent. 

Senator Krrauver. I want to see if Senator Hart had any 
questions. 

Senator Harr. No, sir. 

Senator Kerauver. Proceed. 

Mr. Drxon. We have examined the Blue Book since that time, and 
we have found that your prices have remained unchanged from the 
very time that you introduced it until the present time. 

You sell your reserpine under the trade name of Serpasil, is that 
correct ? 

Mr. Harnzs. Yes, sir. 

Mr. Drxon. According to the Blue Book, your charge to the drug- 
gist for 0.25-milligram tablets of Serpasil in quantity of 100 is $4.50, 
the fair trade price is $7.50. For 0.25-milligram tablets in quantity 
of 1,000, you charge the druggist $39.50, and the fair trade price 

35621—60—pt. 1685 
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is $65.83. For your 1-milligram tablet, in quantities of 100, you 
charge the druggist $12, at the fair trade price is $20. For the 
1-milligram tablet in quantities of 1,000, you charge the druggist 
$100, and your fair trade price is $166.67. 

Since June 1956, have these prices been unchanged ? 

Mr. Haines. With one correction, Mr. Dixon. Of course, we don’t 
get the druggist list price, that is what he pays when he buys from 
a wholesaler. 

Mr. Dixon. Yes. 

Mr. Haines. For example, on the first one, the one-tenth of a 
milligram, one hundreds, where the druggist list is $2.67, we actually 

et, $2.16. 
: Senator Kerauver. You mean you sell to a wholesaler at that 
rice? 
¥ Mr. Hatnes. Yes, and when we sell it to retailers we give 15 per- 
cent off the list price. The average that we received from the trade, 
in 1958 for the bottle of 100 one-tenth of a milligram was $2.16. 
We never get the $2.67, that is the only point I want to make. 

Mr. Dixon. The Blue Book lists the price to the druggist at $4.50, 
doesn’t it? 

Mr. Harnes. That is what the druggist would pay when he buys 
from the wholesaler, yes. We get $3.61. 

Senator Krerauver. What mark up do you give the wholesaler! 

Mr. Haines. Twenty percent to the wholesaler, that is the margin 
he operates on. 

Mr. Dixon. What do you get for quantities of 1,000? 

Mr. Harnes. $32. 

Mr. Drxon. What do you get for the 100’s? 

Mr. Harness. $9.30. 

Mr. Dixon. And what do you get for 1,000? 

Mr. Hares. We never sell a thousand to the druggist, I am told. 

Not in that size, those are only for hospitals. 

Mr. Dixon. What do you get from the hospitals? 

Mr. Harnes. We get $85, but they usually buy in higher quantities, 
so as to get the higher quantity discount. It would be less. 

Mr. Dixon. You mentioned that when you sell to a retailer, you 
give him a discount of 15 percent. 

Mr. Hatnes. The druggists that we sell direct to, yes. On our 
direct list, they get a discount of 15 percent off the druggist’s list 
price. 

Mr. Dixon. Are there a great number of those? 

Mr. Harnes. Yes, we have about 11,000 or 12,000 of them. 

Mr. Dixon. You give the wholesalers 20 percent. 

Mr. Harnes. He gets 20 percent. 

Senator Krrauver. Then the wholesaler only gets 5 percent addi- 
tional for your product ? 

Mr. Harnes. No, the wholesaler sells to the pharmacist. We don’t 
sell directly. And of course even the ones that have direct accounts 
from us often buy from the wholesaler. 

Senator Kerauver. How do you arrange this special list that you 
sell to at 15 percent ? 

Mr. Haines. Well, the pharmacist that has a direct account with us 
renders other services. They will supply in emergencies other phar- 
macists in the neighborhood. They sho agree to take arbitrary ship- 
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ments when we introduce a new product, so that when the doctor 
writes out a prescription for it, it will be there on the druggist’s shelf. 

Senator Kerauver. So they undertake some service ? 

Mr. Harnes. Yes. 

Senator Keravuver. In order to get that 15 percent discount ? 

Mr. Harnes. Yes. 

Senator Kerauver. And at times they take something they may not 
particularly want, in arbitrary shipments ? 

Mr. Haines. Yes, sir. 

Mr. Drxon. I note that the March issues of the Oil, Paimt, and 
Drug Reporter for the years 1955 through 1959 show that these are 
the variations im reserpine prices: in 1955 the bulk product of reserpine 
was quoted as being sold in the trade from $25 to $27.50 per gram; in 
1956, from $7 to $7.50 per gram; in 1957, at $2.40 per gram; in 1958, 
$1.40 to $1.60 per gram; and in 1959, $1.25 per gram. It is very clear 
from that report that the bulk price of reserpine was steadily going 
down, and at the same time your price remained constant, at least te 
the druggist, did it not ¢ 

Mr. Haines. Well, we gave quantity discounts twice to druggists 
and hospitals during that period, and while it is quite true that the 
cost of that bulk material was going down, our own costs of operation 
were going up all the time. Now, between 1953 and 1960 our average 
pay per employee increased 46 percent. The cost of our packaging 
material has increased 25 percent. The cost of shipping has increa 
2% percent. So there are a great many of our costs that we now have 
to meet that have increased very markedly during that period. 

Mr. Dixon. Wouldn’t you imagine that the small drug manufac- 
turers’ costs were going up, too ? 

Mr. Harnes. Of course. 

Mr. Dixon. You now license various licensees to manufacture reser- 
pine, and in their licenses they are permitted to make bulk sales; that 
iscorrect, isn’t it ? 

Mr. Harness. Yes. 

Mr. Dixon. From the 1959-60 Blue Book let me read to you the 
prices that some of your large competitors, some of the larger drug 
manufacturers, charge for reserpine. I use as a comparison a 1-milli- 
gram tablet of bottles of 100. Ciba, selling Serpasil, charges $12; 
the fair-trade price is $20. Lilly—they are a large drug house—sells 
Sandril and charges the druggist $10.20. I won’t read the fair-trade 

rices, but just the manufacturers’ prices quickly for comparison. 

erck sells reserpine as Roxanoid at $10.20. Parke, Davis sells it 
under the trade name of Serfin at $10.20. Upjohn sells reserpine as 
Reserpoid at $10.12. 

Your $12 price is the highest. Would you not say that all of these 
houses have good quality-control methods? 

Mr. Harnzs. The ones you have mentioned, I certainly would think 
80, sir. 

Mr. Dixon. Let’s discuss that for a minute. Each one of these 
houses pays you a royalty, of course ? 

Mr. Haines. I told you what our total royalties were in 1958; they 
were $12,600, from the whole U.S. sales of reserpine, because the 
royalty is paid on the bulk price in most cases. 

So they don’t pay us aneb 
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Mr. Drxon. I am not sure that all of these houses manufacture their 
own reserpine. They may buy it from other manufacturers. But 
certainly they have good control methods, do they not? 

Mr. Haines. They certainly do. 

Mr. Dixon. With that in mind, let’s just discuss the fact, then, that 
each one of these houses is manufacturing the same product under 
excellent control methods and is reaching the doctor with advertisin 
campaigns to persuade him to prescribe their product, are they not 

Mr. Harnes. They have many more detail men than we do. 

Mr. Drxon. All right. Are you aware of any of their advertisin 
which says that their product is the same as the product that is sold 
by others under different names? 

Mr. Harnes. Do they say that in their advertising ? 

Mr. Dixon. Yes. 

Mr. Hatnes. Well, they said it is reserpine. 

Mr. Drxon. But they don’t say it is the same reserpine that you are 
selling as Serpasil, do they ? 

: ar Hatnes. No, they can’t use our trademark, that wouldn’t be 
egal. 

r. Drxon. You have told us how expensive it is to detail and pro- 
mote these products. Here we have these major houses spending tre- 
mendous sums of money to sell the same product, isn’t that right? 

Mr, Hatnes. Well, Mr. Dixon, of course when these other com- 
pee came out with a price that is about 15 percent below ours, we 

ad to discuss among ourselves whether we would reduce our price to 
meet theirs, or to cut under them. 

We considered it carefully, we decided that we could not continue to 
run our company the way we do, perform the services we think we 
perform, meet all our expenses, if we reduced our price of reserpine, 

I think if I had reduced it so that I sold it at exactly the same 
price as Lilly and Parke, Davis and whatever these other companies 
are that you hues mentioned, yoy might have suggested that there was 
some kind of price conspiracy between us. 

Mr. Drxon. I am not suggesting that, sir. I am suggesting that 
this product, reserpine, is being manufactured under your license by 
many manufacturers with intelligent control processes. 

Mr. Harnes. Quite right, sir. 

Mr. Drxon. And it is being put in finished form by many houses 
under intelligent control processes, is that correct ? 

Mr. Harness. Yes, sir. 

Mr. Dixon. Then each one of them has assigned a trade name to 
their individual product? 

Mr. Hatnes. That is right, sir. 

Mr. Drxon. And each one takes that to the doctor with high expen- 
ditures of promotion—— 

Mr. Harnzs. I don’t happen to know whether all of these firms have 
seriously gone out and promoted reserpine or not, they could. 

Mr. Drxon. But they could have. In other words, whatever they 
have done, it has been an expense ? 

Mr. Harnzs. Yes. 

Mr. Dixon. And they have been trying to perme the doctor that 
their reserpine under their name is preferable ? 

Mr. Harnes. My impression is that Lilly and Parke, Davis, and the 


full line houses put Reserpine on their list, they sell some, but I don’t 








ADMINISTERED PRICES 9425 






ir 





think they promote it. I haven’t seen an ad of theirs for a long time. 





ut Mr. Dixon. Have you been able to maintain your price at $12 to 
the druggist, even in competition with their price of $10.20 ? 
* Mr. Harnes. That is right, sir—I don’t know whether they have 





the same discounts for large quantities, perhaps they do, I don 
the Blue Book in front of me. 

Senator Harr. Mr. Chairman? 

Senator Keravuver. Senator Hart. 

Senator Harr. On this point, to see if I get it clear, the answer is 
because the doctors prescribe your trade name and nobody else’s; 
isn’t that it, this price factor, and this competition that we hear 
about, is to be understood in the unique setting of the business ? 

Mr. Harnes. Yes. The patient, actually, when a prescription is 
filled, would pay—the prescription would cost about the same, whether 
itis filled with our material or that of Parke, Davis. 

Senator Harr. Whether or not that is true—certainly you have 
the experience, and I don’t—assuming that to be true, the point I 
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be J make is that your maintenance of a price higher than another equally 

reputable firm for the identical product under normal competitive 

r0- | conditions would put you out of eninags on that line, but this isn’t 

tre- 7 the usual competitive setting, and every bit of evidence we have when 
we get to this point indicates that. 

Om: r. Harnes. Yes. We were the first firm to introduce Reserpine, 

We § the pure crystalline material. And the medical profession largely 

©to F got oo. with the product through our literature, through our 
sales efforts. And I think that a great many of them, whenever they 

eto | think of reserpine, think of Serpasil and continue to prescribe our 

WF product. 

Be Senator Harr. And to pursue it one step further, isn’t it logical to 

ame § assume that the purchaser, the real buyer of this product, the con- 

nies 7 suming public, under the equal value represented in your drugs and 
was 7 in Parke, Davis’ drug, if he was free to select, he would inevitably 
select the cheaper product ? 

that Mr. Harnes. Assuming that the pharmacist made very much dif- 

e by ference in price. He may just have a price for reserpine prescrip- 
tions. 

Senator Harr. Thank you very much. 

Uses Mr. Dixon. You are familiar, are you not, Mr. Haines, with the 
fact that small manufacturers do manufacture and sell the finished 
reserpine ? 

ne to Mr. Harnes. Yes, about 250 of them, I believe. 

Mr. Dixon. Yes, I believe we had that figure, some 250. 
_ We have gleaned from the various price lists and the various pub- 
xpen- § lications information of this comparison. For a 1-milligram tablet 
in @ bottle of 100, Ciba’s price to the druggist is $12, as you say, less 
shave 9 a discount, if they are entitled to one. Four of the big companies, 
as I have read to you before—Lilly; Merck; Parke, Davis; and 
they § Squibb—all sell at the identical price of $10.10. I believe Union also 
does the same thing. Of the small companies, Penhurst and Premo 
ell it for $3.60, Lennett for $2.75, American Pharmaceutical at $2.12, 

r that | Bryant at $1.50, Physicians’ Drug & Supply at $1. Those are prices 
to the druggist. 

nd the | This morning I found out from Mr. Pantzer that he sold his prod- 

dont ] uct for $2.65 a thousand. I believe he said that that was less than 
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20 percent, all told, of his total sales. How do you explain the faet 
that these small companies sell their products that cheap, and ap- 
parently you are still mee of selling yours at $12, less a discount, 
if there is one, and you don’t have to come down in price? How do 
you explain that? 

Mr. Haines. Well, sir, you are talking now about the 1-milligram 
tablets. ‘Those are almost wholly used in hospitals for mental pa- 
tients. We give quantity discounts, so that if a hospital buys in 
quantities of a million they are paying $45 per thousand. 

Mr. Dixon. Let’s talk about this one, then—— 

Mr. Harnes. And on bids, of course, it would be lower than that. 

Mr. Dixon. Let’s talk about one that we heard this morning also 
from Mr. Pantzer, the 0.25-milligram tablet in quantities of 1,000, 
Your price is $39.50 less a discount, you say, if they are entitled to 
it. His price is $6.25 to the druggist. How do you explain that 
difference? 

Mr. Haines. I don’t know that Mr. Pantzer said that he stocked 
it all over the country. We keep it available in stock all over the 
United States. We are able to fill orders within an hour or two and 
ship it and get it to the druggist when he needs it. The only reason 
he sells it at all. is because Ciba did the educational work to the physi- 
cian. The physicians would have never heard about reserpine from 
Mr. Pantzer. He said that he couldn’t possibly have carried out the 
arge educational campaign that we had to do when we introduced 
an entirely novel product of a type the physicians had never heard 
of before. Andso we paved the way for him for his sales. 

Mr. Drxon. When you educated the doctor on reserpine, didn’t you 
also educate him on your trade name Serpasil ? 

Mr. Harnes. Of course. 

Mr. Dixon. Being educated on Serpasil, wasn’t he likely to write 
the prescription as Serpasil ? 

Mr. Harness. Well, now, what we did, sir, between January 19i4 
and June 1955, we gave away to clinical institutions and investiga- 
tors 37,500,000 tablets, 1,000,555 ampules. At that. time mental hos- 
pas had either no budget for drugs or a very small budget. If any- 

ody asked us for that kind of material, we gave it to them. The 
cost of that material, out-of-pocket cost of the material we gave away 
during that period, was over $300,000. 

Senator Krerauver. How much was your out-of-pocket cost! 

Mr. Hatnes. The out-of-pocket cost of the material we gave away 
during that period was over $300,000, that is not the sales value, thal 
is the out-of-pocket cost. 

Mr. Cuumpris. Mr. Haines, so that the record will be straight, ! 
do believe that Mr. Pantzer stated on the $6.25 price that, he servicel 
almost entirely institutions, and he did very little work to druggists 

Mr. Hatnes. That is right. 

Senator Keracver. You were in the audience this morning? 

Mr. Harnes. Yes, I heard him say that. 

Senator Kerauver. How about the prices of Mr. Pantzer’s colt 
petitors on selling to the Government ? 

Some of the companies have brought in, Mr. Haines, a breakdown! 
what it costs to make a particular product, that is, the manufactu 
costs, not the sale, distribution, research, and profit and so forth, al 
administrative expenses. Do you have a breakdown of that? 
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Mr. Hatnes. Senator, of course if you want me to produce that, I 
will have to. But I think I am in a slightly different position than a 
man who is making Thorazine who has got a monopoly. He is the 
only man that sells it, and it doesn’t make much difference if his com- 
petitors know what his out-of-pocket cost is. Meprobamate, there is 
only one, too, of them, and one man sells the powder to the other, so he 
knows what the cost is. I am trying to compete with 250 fellows, and 
I don’t think they are going to be asked to disclose their out-of-pocket 
costs. 

You will practically eliminate us from the bidding business if I have 
to disclose that here. They will know how far they have to go to put 
us out of business. 

Senator Krravver. I will tell you what we can do. We won’t ask 
you exactly, but can you give us 

Mr. Haines. Except the total out-of-pocket costs, if you want to 
know how much it costs me to advertise, or something of that kind, 
that I am willing to give, but it really would put is at a serious com- 
petitive disadvantage to have all of our competitors who read the 
report of this hearing—and the record of this hearing is going to be 
a best seller among the pharmaceutical industry 

Mr. Dixon. The product Reserpine is fairly well known, and Dr. 
Blair could quickly give us an estimate of the product costs. 

Mr. Harnes. He could do that. 

Senator Keravuver. Would you have any objection to giving it to us 
in a range, a half penny, a penny and a half, or 2 cents, whatever it 
might be ? 

Mr. Haines. Of course my costs, I have got to pay for everything 
that I do during the year. So it is just as much to me a cost—even to 
come down here to Washington—as it is to buy coal to stoke my 
furnace, to pay the gardener that cuts the lawn, those are all costs that 
Thave to apportion over our sales. 

Senator Keravuver. It is not a production cost to come down here to 
Washington. 

Mr. Hanes. No, sir. I say that the overhead costs of a company 
are just as much real costs that have got to be recovered when you sell 
a product as the direct costs of manufacture. I have told you the total 
cost. 

Senator Keravuver. All right. For the time being anyway, unless 
can give us a range, I will not require a breakdown as we have 

ad from some others. 

Mr. Dixon. Ciba, I believe, makes sales to the U.S. Government, do 
they not ? 

Mr. Haines. Yes, we do, sir. 

Mr. Dixon. The Military Medical Supply Agency and the Veterans 
Administration receives this drug under the generic name “Reserpine,” 
is that correct ? 

Mr. Harness. I believe that is correct, yes. 

Mr. Drxon. Mr. Chairman, we obtained for the years 1956 through 
the early part of 1959 the various advertised bids and purchases that 
were made by the Military Medical Supply Agency. I request that 
this be marked “Exhibit 218.” 

Senator Kerauver. Very well. 

(Exhibit No. 218 follows :) 
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were Dixon. Let me call some of these bids to your attention, Mr. 
aines, 

On February 20, 1956, there was advertised a bid on reserpine 
tablets, 0.25 sifiliaeieen in bottles of 1,000. The quantity solicited was 
685, 2,160, and 672. The bidders were E. R. Squibb, with $6.10; 
Smith-Dorsey, $2.56; Ciba, $2.04; and Pitman-Moore, $3.26; and Eli 
Lilly, $1.38. The total price was $3,948.86 on that bid. This same 
product sells to the druggist, I am informed, for $39.50. 

Later in that year, October 3, 1956, there was a negotiated contract 
with you, Ciba, for two quantities of the same product in the same 
size bottles. One was for 1,080 bottles, and the other for 1,224 bottles, 
You received that award and you sold it to them at a negotiated price 
of $1.15. The total there was $2,649.60. Apparently they negotiated 
with Lilly, also, and Lilly’s price was $2.35. 

The next bid was advertised, and the Panray Corp. secured it at 
$1.10. There were various bidders, American Pharmacal, the Kasar 
Co., Eli Lilly, Merck Sharpe and Dohme, and E. R. Squibb, which bid 
various prices, 

Then there were three negotiated contracts. On the first you were 
successful; Ciba Pharmaceutical got it for 92 cents. On the next one 
you were successful again; you got that one for a of 76 cents, 
in 1957. Then in January 1958 there was a negotiated purchase, and it 
was secured by the Panray Co. at a price of 70 cents. 

Mr. Harnes. We bid on that one, also, sir, that was a bid. 

Senator Kerauver. The one I have says January 30, 1958, and has 
noted here “method, negotiated; quantity, 6,912.” Panray got it at 
70 cents. 

Mr. Harnes. That is right, sir. 

Senator Kerauver. The next one was in June of 1958, it was adver- 
tised, and the American Quinine Co. got that one at 65 cents. 

Then in September of 1958, under an advertised bid for a quantity 
of 3,482, the Ciba company was successful at the unit price of 64 cents. 

The last one on the exhibit is for February 24, 1959, an advertised 
bid, the quantity was 3,960, and you were the successful bidder again 
with a unit price of 60 cents. Those that bid against you were Ameri- 
can Pharmacal and American Quinine. American Pharmacal bid 82 
cents, and American Quinine bid 65 cents plus some additional prices 
listed here—63, 68, 64, 67, 66—I don’t know what that means. 

Mr. Haines. Well, there were a great many bidders there, I have 
the complete list of them before me. 

Mr. Dixon. There were a large number of bidders, but you were the 
successful one at 60 cents. 

In February of 1959, using that as an example, on an advertised 
bid, you were the successful bidder at a unit price of 60 cents per 
bottle of 1,000 of a drug that you charged the druggists $39.50. 

Will you explain to us the difference in those two prices, the one to 
the Government and the one to the druggists ? 

Mr. Hatnes. When we bid 60 cents for bottles of 1,000 here, we 
didn’t anything like recover our out-of-pocket cost, we were poorer 
when we got through with this than we were before we started. I 
am not talking about overhead, I am talking about the direct labor 
and material that went into those pills. 
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In retrospect, it was perhaps a mistake that we did that. I only 
hope for the sake of my stockholders that we got some benefit out of 
it, that we go prestige in having our material used by the armed serv- 
ices, that the doctors who used it in the military hospitals saw our 
name on it, and when they go out and practice in civilian life will 
remember it so that we get some institutional advertising out of it. I 
think in retrospect, perhaps, it is a mistake. It hasn’t come forcefully 
tomy attention until I prepared myself to come down here, I don’t 
think I would do it any more. 

Mr. Dixon. Mr. Haines, let me see if I understand this. You say 
that you bid at 60 cents and lost money ? 

Mr. Harnes. Yes, sir. 

Mr. Drxon. That is an interesting point to me. Weren’t you bid- 
ding in competition against a number of small bidders ? 

Mr. Haines. Yes, sir; 17. 

Mr. Cuumpris. Mr. Pantzer said the same thing this morning. He 
suid on this particular product he lost money, but with his overall 
operation, he picked up a profit. 

Senator Kreravuver. I don’t think he said he lost money, I believe 
he said he didn’t make anything much and it wouldn’t be worthwhile 
if that was the only operation. 

Mr. Hatnes. I believe it is not a violation of the law when you sell 
tothe Government, Mr. Dixon. That is an exception. 

Senator Kerauver. Nobody is trying to accuse you of violating the 
law. 

Mr. Dixon. I am trying to determine the effect that this must have 
had upon the small manufacturer, if this is his sole output for the 
product. For instance, Mr. Pantzer this morning was saying that 
most of his reserpine sales go to the Government or to institutions, 
that he doesn’t get much of his sales from the retail trade, so to speak, 
in his area where you choose to sell at 60 cents. 

Mr. Hatnes. Eli Lilly bid there, and Squibb bid. 

Mr. Drxon. Yes, sir; I understand that. 

Mr. Harnes. William S. Merrill—there were other big companies 
bidding. 

Mr. Disow. Eli Lilly and Squibb are in competition for the retail 
trade with you ina big way, aren’t they, sir? 

Mr. Harnes. Indeed they are. 

Mr. Dixon. Panray is not, are they ? 

Mr. Harnes. Apparently not. 

Mr. Drxon. Ail dehd. If Panray’s sole outlet, so to speak, is in 
this market that you choose, and the other big companies choose, to 
sell at a 60-cent price—— 

— Keravver. No, Panray, like the others, also sells to hos- 
pitals, 

Mr. Dixon. I assume that, sir; but I tried to characterize the differ- 
ence in the market, as I understand it; one is to Government agencies 
and hospitals, and the other is to the retail trade. 

Senator Keravuver. This is, of course, to hospitals. 

Mr. Hatnns. Well, yes, the Military Medical Supply Agency. 

Senator Keravver. All right. 

Mr. Dixon. Mr. Chairman—— 
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Senator Keravuver. How do the bids of Lilly and these other com- 
panies to the Government compare with Merck’s? 

Mr. Harnes. On this particular sale? 

Senator Keravver. No, on sales generally. 

What number is this exhibit? 

Mr. Drxon. 218. He, Wait ; 

Mr. Harnes. On this particular bid that Mr. Dixon is talking about, 
Ciba bid 60 cents, and Panray bid 60 cents, I don’t have the explana. 
tion before me why we got it, we must have flipped for it, or something 
like that. Lilly bid 75 cents. uit 

Mr. Drxon. I did not see, when I was examining you a moment 
ago on your $12 price for that same product—— __ 

Mr. Harnzs. No, that wasn’t the $12 price, this was a quarter of 
a milligram—— i 

Mr. Dixon. For your $39.50 price, you sell in competition with 
the large drug companies that also have a slightly lower price, but 
comparable to your price to the retail druggist; do you not, sir? 

r. Harnes. I am not sure that they have bottles of a thousand, 
do they—they have thousands and nothing bigger; yes, they do, sir. 

Mr. Dixon. They have thousands, and nothing bigger. All of 
you are selling a substantial quantity of your products through the 
retail drug trade. You, so to speak, have a cushion here—in my opin- 
ion I would characterize it as a cushion—so when you go to the 
Government—— 

Mr. Harnes. That is where we make our profit; yes, sir. 

Mr. Dixon. You make your profit there, so you can afford to takes 
loss when you sell to the Government. You may take a loss, as you 
describe it 

Mr. Harnes. Yes. 

Mr. Drxon. What is going to happen to these small manufacturers 
that don’t have access to this retail market ? 

Mr. Hatnes. Well, I don’t know, sir. But it is very hard for me 
to see how we could bid for Government business, if we have got to 
find out the condition of every other bidder and say we won't bid 
against this man because it will hurt his business. It just isn’t prac 
tical, Mr. Dixon. 

Mr. Drxon. When you sell beneath cost to certain customers, you 
have to have a cushion or you are going out of business; isn’t that so! 

Mr. Harnes. Naturally; yes. 

Mr. Drxon. And if you are meeting the competition of small con- 
anies that don’t have that cushion, they are not going to be around 
ong, are they ? 

Mr. Harnes. No, but I think Mr. Pantzer is doing all right. He 

said he was. 

Mr. Drxon. I wouldn’t think he would be doing all right selling 
Reserpine at 60 cents to the Government at a loss, at least on that 
product. 

Senator Keravuver. The time is getting late. 

Mr. Drxon. Mr. Chairman, may we offer for the record as exhibit 
219 a table on bid prices of Reserpine to the Veterans’ Administration! 
It reflects generally a similar picture as to the Military Medical Sup- 
ply Agency. 
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Senator Keravver. It will be exhibit 219. 
(Exhibit No. 219 follows :) 


Veterans’ Administration 
[130153 F —139235 F —139882F —140373F —140349F} 


Method | Quantity | Quantity | Successful bidder | Unit Total 
solicited | awarded price price 


y7023P-5009....| Jan. 3,1958 | Negotiated__ 

v7023P-5069....| Feb. 4, 1958 do 

¥7023P-5087 . - - 

y7023P-5119__. 

v7023P-5118_..|.....do-.--. do. f , 
v7023P-5802...| Dec. 29, 1958 : 3 ; 3, 685. 00 
V7028P-5810...| Dec. 30, 1958 50 50 ’ 117. 50 
V7023P-5822...| Dec. 31, 1958 : y y F 357. 60 
V7023P-5848...| Jan. 5, 1959 ls 165. 00 
Dag pecdtnsseshecess Olax acai ; 705. 00 


Mr. Drxon. Then exhibit 220 will be a table on foreign prices of 
Serpasil. 

Senator Keravuver. Yes. 

(Exhibit No. 220 follows :) 


Comparative U.S. and foreign prices of Serpasil, 1959 
[Bottles of 100] 


0.25 mg. 1 mg. tablet, price to— 
City and country ne 
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ruggist Druggist Consumer 
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Sydney, Australia 
jenna, Austria... 
Toronto, Canada. - - 
Paris, France 
Dusseldorf, Germany. 
Amsterdam, Holland 
Bombay, India 
Tokyo, Japan 
Brussels, elgium 
Rio de Janeiro, Brazil 
Tehran, Iran 
Rome, ees) 
Istanbul, Turkey... 
london, England... 
Caracas, Venezuela_.__- 
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‘ Retail fair trade minimum. 
‘Calculated from price for 40. 
‘Calculated from price for 50. 
‘Not available. 

‘Calculated from price for 30. 
‘Calculated from 20. 


Source: U.S. price: American Druggist Blue Book, 1959-60. Foreign prices: Collected by the U.S, 
Department of State through the American Embassies in spring of 1959. 


Senator Keravuver. I don’t see on here any city in Switzerland. 
Yours is a Swiss company. What do you sell 0.25 milligram tablets 
inbottles of 100 in Switzerland for ¢ 

Mr. Harngs. I have no idea, sir. 

Senator Kerauver. Maybe Dr. Schlitter can tell you. 

Mr. Hatnes. Would you like to ask him, sir? 

Dr. Scuurrrer. I don’t know. 

Senator Kerauver. You don’t know? Do any of you gentlemen 
have any idea of what it sells for in Switzerland ? 
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Mr. Harnes. Our concern is only with business in the United States, 
I have nothing to do with the business abroad. 

Senator Keravver. I know, but they run your company, and | 
thought—— 

Mr. Harnes. Strangely enough, they have never made a suggestion 
as to what price we should charge here. That we fix entirely ourselves, 

Senator Keravver. I thought maybe the doctor came from Switzer. 
land and he would know the price. 

Mr. Haines. He came before we introduced the product early in 
1953. 

Senator Kerauver. He goes back some time, I imagine. 

Mr. Harnzs. I go there all the time, too, but I just don’t happen to 
know that. 

(A letter containing the prices in Switzerland may be found on 
p. 10236.) 

Dr. Buarr. Mr. Chairman, this is a compilation of prices to drug- 
gists for a 0.25-milligram tablet and a 1-milligram tablet of Serpasil 
in 1959 in various foreign countries compiled by the Department of 
State through the American embassies in the spring of 1959. 

As to the first question which you raise concerning the absence of 
any price quotation for Switzerland, it is our understanding that the 
State Department, through the American Embassy, endeavored to 
obtain prices on drugs in Switzerland, and that the government 
officials in Switzerland informed the American Embassy staff, as a 
result of consultation with drug firms in Switzerland, that they did 
not wish to supply the prices to the American Embassy. As a con- 
sequence, in none of the comparisons which we have submitted for 
the record thus far have we been able to present any prices for drugs 
in Switzerland. 

It is my understanding that the larger selling of the two reserpine 
tablets shown in this table is the 0.25 milligram. 

Mr. Hates. Yes, by far. *° 

Dr. Buatr. Therefore I will limit my discussion to that part of the 
table. The State Department did not supply the price to the con- 
sumer for that particular size. So I will confine my discussion to the 
0.25-milligram price to the druggist. Compared to the price of $45) 
for a bottle of a hundred tablets of this size in the United States, the 
lowest price for Serpasil is to be found in Paris, France, where the 
price is 83 cents. 

The next highest is in Vienna, Austria—a price of $1.03. And ther 
London with a price of $1.06, followed by Amsterdam with a price oi 
$1.09, and Sidney, Australia, with a price of $1.35. 

I wonder whether it would be possible for you to enlighten us, Mr. 
Haines, as to whether the source of supply of these foreign countries 
which I have just mentioned, which have so much lower prices, ' 
Switzerland or the factories of Ciba located in the United States. 

Mr. Hatnes. Well, of course in the United States, we made it et 
tirely in Summit, extract the root and do everything. In Australis, 
we do not do the extraction, but all the pharmaceutical manufactur: 

ing is done in Australia. 

Senator Krrauver. By that you mean you send the raw materi! 
over there ¢ 
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Mr. Harnes. They acquire the crystalline material, and they tablet 
it, the operation that Mr. Pantzer described this morning, they do 
that in Australia. 

Senator Krravver. You mean put a binder in it and tablet it and 
all that operation? But the crystalline material 

Mr. Harnes. Yes. They do not extract in Australia. 

Senator Kerauver. You furnish that from here? 

Mr. Harnes. No, that comes from Switzerland, we don’t export 
at all from here, or very little. 

Dr. Brame. Then you are not the source of the bulk powder ? 

Mr. Harnzs. No. 

Dr. Brat. Ciba U.S. is not the source of the bulk powder used in 
these foreign countries? 

Mr. Harness. No, sir. 

Do you want to go down—we manufacture in France, we manu- 
facture in Canada, we manufacture in Germany—— 

Senator Krravuver. By the way, that is the first time we have seen 
Canada have a lower price than the United States. It has usually 
been higher. Here it is a little more than half, $4.50 compared with 
$2.70. How does that happen? 

Mr. Hatnes. Of course, in Canada they pay less than we do here. 
According to the monthly bulletin of the statistics of the United Na- 
tions, December 1959, the average wages in the manufacturing indus- 
try per week in the United States is $83.71, whereas in Canada it is 
$63.63. In France it is $14.89. In Italy, $13.82. In Germany, $24.73, 
and so on; in the United Kingdom, $30.05. 

Dr. Bratr. Within the area of the European countries which we 
understand are supplied by Ciba, Switzerland, there is still quite a 
difference in price, for example, the price of $1.89 in Belgium and only 
83 cents in Paris. 

Mr. Harnes. Well, the Paris material would be manufactured in 
France. I think that the Belgium material is manufactured in 
Switzerland. But I don’t know anything about the discount struc- 
ture, and so on. I just couldn’t explain this, Dr. Blair, intelligently, 
because I just don’t know the facts. 

Dr. Buarr. As far as you are concerned, Ciba, U.S. sells only in the 
United States at this price ? 

Mr. Harnzs. Yes, sir. 

Senator Krerauver. Before we pass on to that, I do think that this 
ought to be pointed out. You see the chart which shows the break- 
down of what goes into the sales dollar of the major companies? 
The figure for Ciba’s cost of goods is 19.2 percent. 

Mr. Hatnes. Yes. 

Senator Krrauver. Would that be on Serpasil—— 

Mr. Hatnes. That is the average; that is on everything. 

Senator Kerauver. Your research is higher than most of the other 
companies, 13.9 percent. Does that include research in Switzerland? 

Mr. Harnes. No; we pay a very small amount to Switzerland for 
the patents on the chemical research ; we pay a certain part of the Swiss 
research, but the great bulk of it we do over here. 


Senator Kerauver. How much of that 13.9 percent would be in 
Switzerland? 
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Mr. Haines. It is about 3 percent of the 13.9 percent, and about 10 
percent is the expenses, the money spent here in the United States. 

Senator Keravver. So, your U.S. research is about 10 percent? 

Mr. Harnezs. That is correct, sir, but, of course, it is all research 
expense to us. 

Senator Kerauver. I know, but you send it to Switzerland ? 

Mr. Harnes. And get the results of the research from Switzerland, 

Senator Kerauver. You pay them for their patents? 

Mr. Harnes. Chemical, yes. 

Senator Kerauver. You also showed us the breakdown of your cur- 
rent Serpasil maintenance therapy. You had an average total cost to 
Ciba of 1.7 cents. I suppose that is a one-tenth of a milligram tablet! 

Mr. Harnes. Yes, sir. 

Senator Kerauver. That would be everything up to your net profits, 
wouldn’t it? ; 

Mr. Hatnes. That would be everything up to the net profit. In 
other words, we made a little bit more than our average on Serpasil. 
If you work that out, you will find that our profit on Serpasil is 16.6 
percent. That is the profit to our company—that is obvious. 

Senator Keravver. That is your profit on Serpasil ; 16.6 percent ? 

Mr. Hatnes. Yes; ahead of our average. 

Senator Keravver. So you make more on Serpasil than you do on 
the general average of 12.7 percent on sales after taxes? 

Mr. Harness. t’s right. 

Senator Kerauver. This would apply not only to you but to any 
other manufacturer of reserpine. I wouldn’t ask you whether these 
figures would match yours, unless you want to give us some information 
about it. 

The staff has broken down the cost of 1,000 reserpine tablets. The 
raw material cost is $1.25 for1 gram. This is from the Oil, Paint, and 
Drug Reporter, and $1.25 a gram is their published quotation. And 
then, using Richlyn Laboratories data, they took 5 percent for wastage, 
or 7 cents per 1,000 tablets. The tableting charge is $2, and the bottling 
charge is 15 cents. This includes the testing, and so forth, that we 
heard described this morning. That brings the total computed cost 
of production to $3.47 per 1,000, which is thirty-five-hundredths of a 
cent for a 1-milligram tablet. 

That would be included in the 19.2 percent that you have over here 
(exhibit 160) for “Cost of goods sold.” 

(Exhibit No. 160 may be found on p. 9176.) 

Mr. Harnes. Yes. 

Senator Keravver. I think this has been made an exhibit, hasn’t it? 

Mr. Harnes. Well, it is in my statement, sir, that you said would 
be printed. 

enator Krrauver. That would be between three- and four-tenths 
of a cent—including raw material, testing, bottling, tablets, and 
wastage, using the yardstick of a reliable concern doing this work— 
that would be the actual rough production cost. Of course, I want 
to point out clearly that doesn’t include research. 

Mr. Harness. No; it doesn’t include any research, sir. 

Senator Krerauver. Some research might be included in the price 
they pay of $1.25. But, anyway, it doesn’t include selling or profit, 


general administrative expense, or taxes. If you want to make any 
comment about it, you may. 
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Mr. Hatnes. I don’t know what the labor costs are—no; in one 
ease, Where I directly compared our labor costs with those of a 
neighbor of ours that appeared before the committee, I found that 
we paid considerably more for labor than they did. 

Senator Kerauver. Admittedly, your labor costs might be a little 
higher, although I think I should say this—Mr. Hoyt was here the 
po day with a similar comparison to this, and it was almost exactly 
the way I have calculated it here, for the production costs which 
he gave us. 

On this product the production cost is three- to four-tenths of a 
cent a tablet, The estimated cost here is $3.47 per thousand, and 
Pantzer was selling them for $6.25 per thousand. You think there 
might be some difference in labor costs? 

r. Hatnges. Well, I think there might be differences in other man- 
ufacturing costs. We have got a very handsome plant, and—I don’t 
know—our depreciation charge in the plant probably is higher. 

Senator Kerauver. Mr. Pantzer emphasized the importance of auto- 
mation in the pharmaceutical manufacturing business; is that appli- 
cable all the way through? 

Mr. Harnes. It is not as important in the pharmaceutical industry 
asit is in the oil industry or anything of that kind. Take, for example, 
the extraction part, the chemical part; that is done in batches—— 

Senator Kerauver. I was talking about tableting the finished raw 
material, the bulk product, and then putting it in machines, and 
watching the machines and testing them as you go along. 

Mr. ngs. Yes, but there is a great deal of an in it. The gran- 


ulation is a job of a man often shoveling it out on trays to dry— 


there is a great deal of labor in pharmaceutical manufacturing, a great 
deal more than in many other industries; you can’t compare it to oil 
refining, for instance. 

Senator Keravver. I think the truth is that labor costs in the auto- 
mobile industry are the highest percentage of the cost of production. 

Dr. Till, you have done a great deal of research in analyzing the 
historical development of reserpine. Will you give us your summary, 
and tell us what you have found in the records. Mr. Haines, you 
comment on this from time to time. 

Mr. Harnes. May I have Professor Schlittler comment? Is it going 
to be technical ? 

Miss Tutu. This is just a general summary, Mr. Chairman;-it is 
really not technical. In fact, we are greatly indebted for a report 
brought out by the Ciba Pharmaceutical in 1954 entitled “The Rau- 
wolfia Story,” which has been published in pamphlet form. As we 
understand it, the use of the root Rauwolfia actually goes back to the 
days of antiquity. It was used as a remedy in treatment of the insane, 
and insomnia, it was used for fevers, as an antidote for snakebites, in- 
sect bites, and headaches, and almost all ailments. 

In 1931 two Indian chemists (Drs. Siddiqi) isolated some of the 
active ingredients of the crude Rauwolfia root. They isolated ajmali- 
nine and ajmalicine, serpentine and serpentinine, respectively. At the 
same time, two Indian instore isolated approximately the same alka- 
loids, The Indians did considerable testing of the material and found 


85621—60—pt. 16-36 





9438 ADMINISTERED PRICES 


that it had a hypnotic effect, reduced blood pressure, and cut down on 
the patient’s tendencies to violence. 

They also found that Rauwolfia action is delayed and that treat- 
ment must cover an extended period of time. They found the drug 
promised real usefulness in the treatment of hypertension. 

In 1933 an eminent Indian physician presented in Indian chemical 
and medical journals the report that crude Rauwolfia had remarkable 
abilities in producing sedation and lowering blood pressure. 

The Indian physicians wrote and preached to their brothers in the 
west to look into the possibilities of this drug. By 1940 a researcher in 
Baltimore was studying the drug. Even earlier, in the thirties, Swiss, 
Dutch, and French chemists, working independently and with their 
own funds, were examining Rauwolfia and attempting to isolate the 
various alkaloids. 

Prior to 1947, Ciba researchers in Switzerland did a little work prior 
to 1947 and dropped it. Then one day an English Nobel prizewinner, 
Sir Robert Robinson, asked Dr. Schlittler, of Ciba, Switzerland, if he 
could spare a few grams of ajamline, one of the ingredients isolated by 
the Indians. Ciba produced some root and took out the ajmaline and 
sent it tothe Englishman. They then decided to examine the material 
that was left. By 1950, Ciba had isolated serpentine (already achieved 
by the Indians) ; by 1951, they started to look at the brown, muddy 
fraction that remained. The Indians had themselves reached this 
point and gone a little beyond to isolate the resin fraction. 

The Indians, however, did not take the final step of isolating reser- 
pine itself, probably because they found the resin fraction contained 
the essential material, and this was quite satisfactory in itself. 

Thus, it would appear that the really creative work was done in 
India, first, through the discovery over the years of the therapeutic 
uses, and, second, in the isolation of the significant fractions of the 
root. 

Senator Keravver. I have a.pamphlet put out by Ciba, called “The 
Rauwolfia Story,” published in 1954. 

Miss Tru. In 1932, two Dutch chemists were also isolating the 
various fractions and may have hit upon reserpine. 

When Ciba made its application for a patent in the United States, 
it claimed that it was the first developer of the pure alkaloid. Ap- 
parently, now, it is generally agreed that it was not entirely; that 
the reserpine is a combination of the mixture of alkaloid. The second 
contention is that this isolated product had new therapeutic uses 
This is also unfounded, since the uses described in the Indian journals 
list all of the uses for which the various Rauwolfia products, including 
reserpine, are now prescribed by physicians. 

Thus, it would appear that if anybody should have gotten a patent 
it should have been the Indians because, by the simple method of trial 
and error, using it for centuries on people who were ill, they began 
to discover the utility of the material, and it was the Indian chemists 
and physicians who did most of the early creative isolation work on 
the root alkaloid. 

With respect to the—— 

Senator Keravuver. Let’s see if Mr. Haines has some comment on 
that. Is that from “The Rauwolfia Story” ? 

Miss Tirut. That is the substance of it. 





MN On 


reat: 


drug 


nical 


cable 


n the 
er in 
Wiss, 
their 
e the 


prior 
nner, 
if he 
ed by 
e and 
terial 
ieved 
uddy 
| this 


reser: 
vined 
ne in 
eutic 
f the 


“The 


ADMINISTERED PRICES 9439 


Mr. Harnes. Well, Dr. Schlittler did the work; I don’t know if 
he does; I have no comment. 

Dr. Scuuirrier. Those things are right; they are taken from that 
book. The patent we applied for was on a new substance which had 
never been isolated before. It is not a patent application or a patent 
for old bark or old root. 

Now, if you want me to review the whole development of this 

Senator Kreravver. Is that in this book, “The Rauwolfia Story”? 

Dr. ScuuirrLer. Yes; it becomes very technical. For instance, you 
say that the resin fraction which the iieliina had was a useful frac- 
tion. This is partly true as long as you give it orally, but it is not 
true if you give it intravenously; you cannot inject this; neither can 
you inject the powder. 

a Keravuver. But if you take it orally, then it is true, would 

ou say 
' Dr. Scuuirrier. Yes, to some extent. You see, it is extremely diffi- 
cult to generalize such things. You can take Rauwolfia root and swal- 
low it; you can take a resin fraction and also get something out of it. 
But these are of all things which are not of constant activity, and 
you never know what you have. But if you have the pure, isolated 
alkaloid, then, by its physical properties—by measuring its physical 
constituents, you can - sure that you always get the same product. 

Senator Kerauver. I can’t see, if the Indians had isolated it, as has 
been summarized in this book 

Dr. Scuuirrier. I’m sorry, sir; they have not isolated it; they had 
crude fractions. 

Senator Keravuver. I thought you said a few minutes ago that it 
had been isolated, so that if you took it orally it was all right—— 

Dr. Scuitrrier. No; let’s say concentrated fractions of it, 

Miss Tit. Is there a possibility that, since the reserpine as now 
being sold by Ciba is also a mixture, somebody will come along and 
purify it further, and it may—or perhaps Ciba has already done that. 

Dr. Scuuitrier. This is an assumption, but you have a lot of pos- 
sibilities to control the purity of a compound; you have ultraviolet 
spectra, or you have infrared spectra, or you can do it some with 
X-rays. Certainly, we have worked on it, but we have not been able 
to find anything that you proposed or made possible, or so on, 

Senator Keravuver. We will make this book, “The Rauwolfia Story,” 
a part of our record. Can you spare this book ? 

Mr. Harnes. Yes, sir. 

Senator Keravver. It will be used for reference. I think it is prob- 
ably too long and too technical, and the bibliography is too long, to 
be put in our record, but we may do so if later on we decide to have 
it. Do you have several copies of this? 

Mr. Harnes. He will send you as many as you like. 

(The book referred to may be found in the files of the subcom- 
mittee. 

Senctes Keravver. I think this is a very serious matter. This raw 
material has been developed pretty long ago; there has been a lot of 
research done by Indians, and others, including the Dutch, and then 
you isolate one little fraction and you get a patent on it. 
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Dr. Scuurrrizr. Senator, in scientific inventions, everything looks 
different from hindsight. Now it looks quite easy, but it was not so 
easy when we started doing it. 

Mr. Dixon. On that point it is my understanding that the patent 
that you received in this country was a combination process and prod- 
uct patent, isn’t that correct ? 

Dr. Scuurrrier. I couldn’t tell you, I know that we have a product 
patent, yes. 

Mr. Dixon. You can answer that, Mr. Haines. 

Mr. Haines. You are not allowed to get a product claim without 
disclosing a process. Every product patent also contains a process, 

Mr. Dixon. You have separate patents both on product and process, 
have you not? 

Mr. Haines. That’s right, sir. 

Senator Kerauver. Go ahead, Dr. Till. 

Mr. Drxon. She has summarized the patent also, Mr. Chairman. 
I think it would be well to get a summary of the patent. She has 
studied it. 

Senator Keravuver. All right, Miss Till. 

Miss Tru. Mr. Chairman, Ciba supplied us with an agreement 
licensing companies to manufacture, use, and sell in the United States, 
its territories and possessions, and Canada, and to use and sell but 
not manufacture in other countries. 

These licensees are Pfizer, Lilly, Merck, Squibb, Olin Mathieson, 
Riker, S. B. Penick, and Mallinckrodt. 

In addition, two other companies were licensees for very limited 
periods, 

Senator Kerauver. I suppose the licenses were all substantially 
the same? 

Miss Tru. Yes. Royalties are graduated according to the degree 
of patent protection provided in the country. 

fi the United States and in other countries where there is a product 
patent, 6 percent is charged; where there is a carrier patent covering 
reserpine in the pharmaceutical preparation, 5 percent; where the 
patent covers only the manufacturing process, 2 percent. 

Now, I should add that with respect to the other 2 companies, 1 
was Syntex, which was granted a limited right to sell 28 kilos of 
reserpine in the United States, 
given a limited license to sell a small quantity, and with the expiration 
of the right to sell with the disposal of that lot. 

Senator Keravuver. I think we have the Penick license in the 
record. That will be typical. 

Mr. Drxon. Mr. Chairman, I only have one other thing at this 

int. 

You will recall when Brown of Schering was before the subcom- 
mittee, he delivered to us on the day he appeared Schering’s foreign 
license agreements. We have them. I would suggest that they be 
made a part of the record, and that the total submission be given one 
number, 221, with subcaptions such as A, B, C, and D. 

Senator Keravver. Very well. That will be done. 

(Exhibits included under No. 221 may be found in pt. 15. of this 
series, beginning on p. 8386, as exhibit No. 23.) 
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Senator Keravuver. Do you have anything else, Miss Till? 

Miss Tit. No. 

Senator Kerauver. Senator Hart, do you have some questions? 

Senator Harr. Mr. Haines, you state mm your statement that detail 
men in your firm do talk prices when they call on the physicians. It 
is my impression, and I apologize for not being able to tell you who 
the witness was, that earlier in these hearings another firm’s spokes- 
man stated that it was its policy that the prices not be discussed by 
the detail man in calling on the physicians. At least the physicians 
who prescribed your drug do understand, or have had an opportunity 
if they are interested, to know the economic effect on their patients? 

Mr. Harnes. That is right, sir, a great many doctors are interested 
in what a prescription will cost to patients, and, of course, the detail 
men will inform them. 

Senator Harr. I think it is good that you will instruct your detail 
men to instruct them as to that. 

One more question—— 

Senator Keravuver. I will ask Senator Hart if he will yield. 

Are your prices also listed on your advertising material that is 
sent out to the doctors? 

Mr. Hatnes. Only on the material that goes to the druggist. Of 
course, he has to have the pricelist; and the hospitals have it. The 
doctor doesn’t buy from us. We never sell to a doctor. 

Senator Keravver. I know, but the doctor is interested in what his 
— have to pay. I just wonder if the advertising literature you 

ave to send out carries the price. 

Mr. Harnezs. I have never seen that done by my company. 

Senator Keravver. Do you think it would be a good idea? 

Mr. Hatnes. Of course we don’t know what the druggist is going 
to charge when he fills the prescription. 

Senator Kerauver. I am just saying that the doctor is the one that 
orders the medicine. When you quote your price to the druggist, or 
to the wholesaler, he can compare it with the prices of other reliable 
pharmaceutical houses. If you did the same to the doctor, he could 
see that, in this case, they were a it cheaper than you were, and 
he might think that it was a good idea to give his patient a break. 

Mr. Hatnes. That could be done, of course. 

Senator Kreravuver. Don’t you think it would be a good idea? 

Mr. Harnes. I think in some cases it might mislead him.’ You 
have to show—you would have to give him all the quantity discounts 
that a druggist who buys in quantities of a thousand gets. He pays 
less than the man who Sage in quantities of a hundred, and the man 
who buys in quantities of 5,000 pays a good deal less—it would be a lot 
of information for him. 

Senator Kerauver. You could take the average price sold to the 
pharmacies. 

This material contains a lot of facts and figures. I think you could 
find a little place on there for the price. 

Go ahead, Senator Hart. Excuse me. 

Senator Harr. In your prepared statement you say that this went 
on for 6 years, the testing of the identity, wane quality, and strength 
of reserpine products and it was almost completely dependent on the 
analytical facilities and the integrity of the several manufacturers. 
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You argued, and I think it is a persuasive argument, that a physician 
would want to prescribe the product of a reputable house. But do you 
think that the Sedeeal Government is performing its responsible role 
by leaving for 6 years a gap where the whole reliance is upon the 
integrity of a drug manufacturer? I know you mentioned pea sou 
and something else taken internally, and you earlier said in your testi- 
mony that it is quite understandable that a person would want a trade 
name. But I have a different impression. When I buy soup, I don’t 
assume that the Federal Government has been testing it, but I cer- 
tainly do with respect to a drug. 

Mr. Harnes. Well, there was no prescribed method until the U.S. 
Pharmacopoeia adopted our procedure. 

Senator Harr. But the drug was being trafficked in, wasn’t it? 

Mr. Hatnes. It was being manufactured and sold by a great many 
firms, and everyone presumably 

Senator Harr. And used by the persons for whom it was prescribed! 

Mr. Harnes. —could use their own testing procedure. Now, we 
found in the Journal of the American Pharmaceutical Association, 
volume 46 of 1957, page 601, a man with the Food and Drug Admin- 
istration reported they tested 12 samples of crystalline reserpine, and 
they found 8 of the 12 were below the 96 percent limit, which was 
later established by the U.S. Pharmacopoeia. In the same report the 
figures reveal that of 24 tablets from various manufacturers, 8, or 33 
percent were below the present U.S.P. requirement, and 18, or 75 
percent, were below the minimum that we require, Ciba requires. 

So that until the U. S. Pharmacopoeia had adopted our procedure— 
it didn’t have to be ours, it might have been somebody else’s—every 
man had his owr way of doing it. You must understand, Senator, 
it is quite difficult when you are dealing with a tenth of a milligram in 
a tablet. You have got to have a well worked out procedure to deter- 
mine the strength. 

Senator Harr. As we close the record this afternoon, I would like a 
clear expression whether this was or wasn’t a dangerous factor. Did 
the absence of a Federal check for this period of 6 years make any 
difference ? 

Mr. Hates. Well, of course, I don’t know what procedures the 
other pharmaceutical companies were following. They may have been 
following very good ones; it was a difficult one for use to work out. 

Senator Harr. Do I understand that your answer is that it was safe 
providing all manufacturers were wholly responsible? 

Mr. Hares. Yes, that is what I mean. If they tried to cut 
corners 

Senator Harr. On that assumption, there isn’t any need for any ex- 
penditure to check any product, is that right ? 

Mr. Harnes. That.is right: yes. 

Senator Harr. Then it is a dangerous thing, isn’t it, when you run 
for 6 years without any regulation ? ; 

Mr. Haines. Of course the firms that sell drugs, their reputation is 
absolutely at stake, if they put out bad products 

Senator Harr. Of course, this would argue that any firm should not 
have a check by the Federal Government 

Mr. Harnes. I think that every firm should be checked by the 
Federal Government. 
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" Senator Hart.-I:feel--very strongly that that is the case. I am 
1 trying to get the record clear as to whether people going into a drug- 
e store tomorrow morning can assume that this 6-year gap has been 
@ closed on other lines, or whether there are things on the shelf that 
p are not, as most lay people assume, verified by the Federal Govern- 
\- ment, and not dependent on the trademark. 
le Mr. Harnes. One of the great difficulties in pharmaceutical manu- 
i; facturing is to assure the stability of the drug after it has been on the 
r- druggist shelf for a year or 2 years or more. It is not too difficult to 
determine when you have finished a batch. You can make the assay 
S. tests and find out when it leaves your factory, perhaps, if it is up to 
strength. But the stability, to be sure that it will stay up to strength 
over a period of years, that is something that has got to be tested in 
ny your research laboratories, and there are various methods of determin- 
ing the stability. 
d? You can determine in 6 months whether the drug will remain stable 
we for a period of 5 years or more. That is a diflicult procedure. I 
mM, don’t know whether all pharmaceutical companies do it. A great 
in- manydo. Weof course, do. 
nd Senator Harr. This was your point in explaining—one of your 
rag.“ costs is in maintaining this high level of purity, and you make the 
the += point that for 6 years it was up to you, there being no other check. So 
33 § that the sick person who bought your line for 6 years was absorbing 
75 § additional obligations which you felt the burden to meet because of 
the absence of Federal support. 
on Wouldn’t it have been better, and wouldn’t it be better in the future, 
ery {if that insurance was assessed against the whole community, not just 
tor, § the sick person ? 
1 in Mr. Harnzgs. Yes, I think it would, Senator. Of course, on that 
ter- § point, to be ina frank, the cost, once the method is established, 
isnot tremendous. ‘The point I was making there is the importance of 
zeq | the purity of thedrug. I am not saying that it costs so much to make 
Did | the tests, it costs something, but it is not a major element in the cost. 
any | Lhe point I am making there is, when you buy the branded product of 
"J arespected pharmaceutical house you do get an assurance of quality 
the § that I don’t think, to my knowledge—and I have been in this business 
seen § for 15 years—you can get any other way. I myself, would not accept 
out. &? oo from any doctor just for a drug under a generic name 
safe § When I had no idea who the manufacturer was. That is my personal 
feeling about it. 
cut Senator Harr. You would not have that concern, or would you, if 
the Federal inspection system was such that those safeguards which 
yex- | You built in and charged for in your tablet were built in by reason of 
Federal inspection system ? 
Mr. Harnes. Well, it is impossible ever for the Government to check 
run [every batch of every pharmaceutical manufacturer, it is just an im- 
possibility. 
on ig | Senator Harr. I should judge that in your prepared testimony you 
make reference to that. 
anot |, Lastly, the drug operations only break down the sales dollar. The 
largest item—I refer to exhibit No. 200—the largest item of cost for 
+ the Ciba is selling? That, I take it, includes advertising and the detail- 








men ? 
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Mr. Harnes. Yes. I think I ought to explain that a little bit, 
Senator. 

Senator Harr. I would like to hear it. 

Mr. Harnes. These figures are taken from our books, and that is the 
way we keep our books. Now, you notice that our general and ad- 
ministrative expenses are 7.4 percent, the average is 11.2, and the 
American Home Products runs up to 14.9. There are a great number 
of expenditures that we include in selling expenses, because that is the 
way we keep our books, that other companies could treat as adminis. 
trative expense, or some other way. I can give you a good many 
examples of it. 

For example, we have a See I guess every pharmaceutical 
company does, called the medical service department. It is staffed 
by physicians, we have six or eight physicians in it. They answer 
inquiries from doctors about our products—there is a very large corre- 
spondence that goes on between a pharmaceutical company and doc- 
tors that has nothing to do in a sense with selling any particular prod- 
uct. We could just as well charge that into general and administrs- 
tive expense. We call our patent lawyer general and administrative 
expense in our company, we charge the patent lawyers to that. Other 
companies charge it to research. 

e furnished closed circuit television equipment to medical conven- 
tions and meetings when they want to show operations, and soon. We 
get an acknowledgment, of course, in their program, that the closed 
circuit television was supplied by Ciba, and get a certain amount of 
goodwill out of it. We charge that to selling expense, although it, in 
a sense, doesn’t sell any particular product. It, we hope, makes the 
doctor feel that Ciba is a company that renders him useful services 

When I saw this chart the other day when Dr. Blair put it up, I was 
very much surprised when I saw the difference between our selling 
expenses and the average, although ours happened to be about the same 
that Schering testified to here.» And we did call up the controllers or 
financial men in one or two of these companies, and we found out in 
certain cases if we kept our books the way some of the others did, we 
would have reduced that 33.9 considerably. 

But that is the way we keep our books, another company might keep 
them differently. 

Senator Harr. I do appreciate the explanation. 

For your sake, I asked, because it is almost a sore thumb, the way 4 
lay person looks at it. It is my impression that if we developed 4 
similar chart for automobile manufacturers—which, while I insist 
autos are vitally important to all of us, nonetheless they probably 
affect us less intimately than drugs—we would find that advertising, 
for example, runs about 5 percent—— 

Mr. Harnes. Of course their sales are in the billions of dollars. 

Senator Hart. Indeed, yes. And I imagine their advertising and 
other selling costs would be less than the advertising and selling costs 
of the 20 drug companies here. 

Mr. Hatnes. We defray part of the costs of an organization called 
the Ciba Foundation that holds meetings on the subject of basic re 
search, and that has nothing to do with our products. I think our 
contributions to that run between $80,000 and $100,000 a year. We 
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call that selling expense. You could just as well call it scientific 
information, or charge it to research, or some other department. 

But the way we keep our books, we call that selling expense, and 
that goes in that figure. 

Senator Harr. Mr. Chairman, I think from the prepared statement 
there were some — that were hanging over from this morning and 
[just wanted to get them cleared up. 

Mr. Drxon. I overlooked obtaining one piece of information that we 
obtained from all other witnesses that have been before the subcom- 


ttee. 

We called on the Securities and Exchange Commission but we were 
pele to obtain information on salaries and stock options in Ciba, 
US. 

Mr. Haines, because we have been unable to obtain that information, 
what is your salary ? 

Mr, Harnes. I get a aolany of $56,000 a year. 

Mr. Drxon. Do you get other remunerations? 

Mr. Hares. In addition, I get a bonus that is computed in part on 

rofits which the last 2 years has run just under $9,000, $8,600, and 
£3,800, so my total remuneration is just under $65,000. 

Mr. Dixon. You mean $165,000? 

Mr, Haines. $65,000 a year. 

I get a salary of $56,000, and just under $9,000 bonus, which brings 
the total to just under $65,000. 

Mr. Drxon. Do you participate in any stock option ? 

Mr. Haines. No, we have no stock option plan. Only Swiss citi- 
zns are allowed to buy the stock of Ciba, but even in Switzerland they 
don’t have that arrangement. 

Mr. Dixon. Was the patent bought from Dr. Schlittler, or has he 
received any remuneration on that patent ? 

Mr. Harnzs. No. All the chemists assign their patent applications 
tothe company and get an extra remuneration for it. 

Mr. Dixon. In your statement—and I think we should obtain this, 
because the company that you were talking about may wish to com- 
ment on it—you said: 

I compared the wages we pay our production workers at Ciba with those paid 
by one of the companies that testified at the hearings held by this committee in 
December and which sold steroids at very low prices. 

Then you say their wage rates were below yours. 

What was the name of that company ? 

Mr. Hares. Premo. 

Mr. Drxon. Did you know what their wages were? 

Mr. Hatnes. Yes, we called up and found out. Would you like me 
toread them into the record ? 

Mr. Dixon. Yes, sir; we ought to have them. 

Mr. Hatnes. For females, their hourly rate runs from $1.30 mini- 
mum to $1.55 maximum. For Ciba, the minimum rate for females is 
$1.75, and runs to $1.85. For males, their lowest rate per hour is $1.65, 
their highest rate is $1.90, our lowest rate for males is $2.14 an hour, 
and our highest, $2.98 per hour. 

Senator Kerauver. You don’t know the wage rates of the little 
companies in competition with you in New Jersey ? 
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Mr. Harnes. I do not, I just happened to notice that. I was sur. 
prised that Premo could sell so low, so I just called up to find out, 

Senator Keravuver. Let’s carry on. 

Mr. Drxon. On just one point, Mr. Haines, that Senator Hart was 
commenting, do you think that it would be a good law to require any 
drug manufacturer to prove to the satisfaction of the Food and Drug 
Administration that they had acceptable laboratory control techniques 
before they could manufacture and sell a drug product? 

Mr. Hatnes. That isa hard question, Mr. Dixon. I haven’t thought 
about it, I don’t know. Could you prescribe exactly what kind of 
laboratory a man should have? 

I don’t believe I could do it, it would depend on the scientists that 
worked on it. Just saying you have to have 10 men in your laboratory 
wouldn’t do it. 

Mr. Dixon. We had a small manufacturer before us who described 
his methods in great detail to Senator Hart. He had also met the 
rigid reguirements of the Government before they would purchas 
from him. I would assume certainly that anyone that could meet 
such requirements as that would have as good control as you have. 

Mr. Harnes. I would assume so; yes, sir. 

Mr. Drxon. It wouldn’t appear to me too difficult for someone to 
establish some kind of a measure here of control that would be ac 
ceptable because the way we have it now—Senator Hart was dis- 
cussing this with you. 

Mr. Harness. I know, that we continuously have to review our con- 
trol procedure. We even have in our research depeartment a couple 
of men whose job is to do research to determine what additional 
control procedures we should put in, particularly on the question of 
stability and soon. It is a complicated, difficult thing. 

Perhaps Dr. Schlittler would be much better qualified to talk about 
it than I would. 

Senator Kerauver. We knqw that the Military Medical Supply 
Agency and the Food and Drug Administration do make examina 
tions and surveys from time to time on your company and all of the 
companies that bid on Government business. 

I am sure anybody could have reliance upon them, because they take 
the medicine and use it on servicemen and veterans and in hospitals 

You talked about the long period of waiting for U.S.P. control 
tests. You don’t mean to imply that Food and Drug wasn’t making 
any checks, or the MMSA wasn’t making checks, or the other et 
aminations were not being made—— 

Mr. Harnes. I just said that there was no official control method 
announced that everybody could follow, that every man had to build 
up his own control test. 

Mr. Dixon. But you don’t mean that their plants weren’t inspected 
or their control methods weren’t looked over by the agencies of the 
Government during that time? 

Mr. Hatnes. Well, they come around and inspect your plant. I 
don’t think they go into any detail on what method you are using; 
they never have with us anyway. 

Mr. Kirrrie. Did they take any samples from you during those 6 
years to inspect? I mean, they wouldn’t go for 6 years without taking 
samples and checking on them, would they ? 
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Dr. Scuuirrier. I suppose so, but I can’t give you a straightfor- 
ward answer. We collaborated with the Food and Drug Administra- 
tion—it is customary for the Food and Drug Administration, they 
check our own processes. I think in 1957 the people from the Food 
and Drug Administration published on such processes, and essentially 
our processes, with a few modifications made official in U.S.P. in 1959. 

Mr. Krrrrie. But you don’t suppose that anybody could have gone 
on in this 6 years producing something that was dangerous? 

Because the question raised by Senator Hart is extremely impor- 
tant, can one company go on producing for 6 years, or until the time 
that the U.S.P. standard is established producing something that is 
dangerous without being discovered ? 

Dr. Scurrrrier. Well, you see, the methods were built up from about 
1953 or 1954, they were always made better. The quality of the 
drug was improved. 

The Food and Drug Administration published on it, and naturally 
all these people who manufacture, like Dr. Pantzer said this morning, 
naturally whatever is published they will probably use as their 
method. 

Mr. Kirrrrm. Thank you. 

Senator Kerauver. Mr. Kittrie, do you have another question ? 

Mr. Kirrrie. Just one question: Is there any medical reason or 
health reason why the Indian Government would not let you export 
it from India? 

: om Scuiirrier. No; because they wanted to keep the trade for 
ndia, 

Mr. Krrrriz. Thank you. 

Dr. Buair. Since Mr. Haines has brought up the question of labor 
costs in his firm versus those of his competitors, I wonder whether 
he would be good enough to break out the figure of $7,148,000, which 
he reported to this subcommittee as his total production cost in 1958, 
as between wage production cost, other employee production cost, and 
other production costs? 

Do you have a copy of the question there, sir? 

The schedule of information that you submitted to the subcom- 
mittee ? 

Mr. Harnes. Yes, sir. 

Dr. Biatr. You will note that you have reported production costs 
as $7,148,000. . 

Mr. Harnes. I can give you the payroll right now, if that is what 
you want now. 

Dr. Buatr. I would like to get it broken down there ways: First, 
that portion of the figure that is represented by payments to wage 
earners; second, that portion represented by payments to other em- 
ployees; and third, of course, the residual, or the difference between 
the sum of those two and $7,148,000. 

Mr. Harnes. I have the total figure, if you would like it. I will 
have to look and see if we have the other information broken down 
nag hourly paid workers and salaried workers; that is the other 

gure. 

Senator Krravver. What is the figure you have? 


Mr. Harners. Now, the payroll of our production department was 
$1,608,040. 
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Senator Kerauver. Does that include some of your executives other 
than wage earners ? 

Mr. Hatnzs. Well, it includes, of course, the supervisor, and so on, 
it would not include any of my salary, or anything of that kind. 

Senator Kerauver. Compared with your total production, that isa 
pretty small percentage. 

Dr. Buarr. That is only 22 percent of your total production costs, 
and your total net sales were $37,854,000. Consequently, this would be 
something in the nature of 5 percent of your total net sales. 

Mr. Harnes. I can’t do that in my head. 

Senator Keravver. All right. 

We have your total payroll cost, which includes supervisors, other 
than wage earners and so forth. As to the wage earners, furnish that 
to us. 

Mr. Harnes. Of course, you have to remember that because we have 
higher rates, our supervisors also would get more, because there is a 
fairly well recognized spread between the foreman and the supervisor 
and what the hourly paid man gets. 

Senator Keravver. But this demonstration is what yo get for your 
product. The actual wage cost is not a very large part 

Mr. Harnes. It is substantial, of course. 

Senator Keravuver. It is 1 million or something compared to 8 
million. 

Mr. Chumbris, any questions ? 

Mr. Cuumpris. I have no further questions. 

Senator Kerauver. Does anybody have any further questions? 

I want to thank you very much, Mr. Haines, for coming down. 

Expressing my personal view, I must say that while you think the 
drug prices are reasonable, I think there is plenty of room for you to 
reduce them substantially. 

I can’t see particularly, in cases where you have competition, and 
your prices are way down to hospitals and the Government, why you 
oo to charge so much more than the little companies do to the 

ruggists. 

Te on’t see also why you have to make twice as much on net worth 
= twice as much on sales, approximately, as other manufacturers 

O. 

I am impressed also that in the steroid hormone industry on which 
we completed our hearings last month, as between the major producers, 
with some exceptions, there is little or no competition. There does ap- 
pear to be some competition in reserpine between you and some of the 
other major competitors. 

Small companies, apparently, have much lower prices, but they can’t 
afford the selling, advertising, and detail costs necessary to get them 
before the physicians who are charged with writing the prescriptions. 
we companies are successful bidders frequently on competitive 

ids. 

It is my opinion also that many small companies with good pro- 
duction controls are making good drugs and are being careful. That 
is not the virtue of big companies only. Many small companies are 
just as careful. 

There are some big companies, as you have said, which have not 
kept up the standards themselves. The companies that sell to the 
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Government must meet very high standards. That has been the case 
of the little companies with low prices in many instances such as we 
have had before us here. 

I want to express the hope to you that you will look over your 
prices and try to get competition in the sales to the pharmacists as 
you are, at least to some extent, in sales to hospitals and the Govern- 
ment. I think you can do so and still make a substantial profit. 

Do you want to make any remarks? 

Mr. Harnes. No, thank you very much, Mr. Chairman, I have no 
remarks. 

Senator Keravuver. I wish that you would furnish us the Swiss 
price of Serpasil. 

Mr. Harnes. If I can get it, I will, sir. 

Senator Kerauver. You ought to be able to. 

Mr. Harnes. I will, sir. 

Senator Keravuver. I was impressed with Mr. Pantzer’s testimony 
here today. He has a good, efficient operation, able to compete on 
sales to hospitals and to the Government. 

I am impressed with the practice that you follow—I haven’t heard 
any other companies say that they follow it—of competing with small 
companies in Government sales. Thesmall companies are pretty well 
excluded from a certain part of the prescription market because they 
can’t advertise to doctors and druggists. In their bids to the Govern- 
ment they are going to have a worse and worse time than the big 
a who make their ewe selling to the druggists and whose 
production is largely for the prescription market. It will make it 
even rougher on Tittle companies when you bid at low cost, as you 
have said here today. I don’t imagine that has occurred often, but 
that is another dilemma. 

I have been impressed with the energy of some of these little com- 
panies that have testified before us. I am glad that many of them 
are building up and furnishing competition. Many of them have 
said also that if they tried to get into the tranquilizer field, they 
wouldn’t be able to do so because they wouldn’t be able to advertise. 

I want to say that I think you have set a good example in licensing 
Reserpine to other companies, although you haven’t done it in many 
other cases. If other companies would license to qualified bidders at 
a reasonable license of 6 percent, we would certainly have a more 
competitive and helpful situation pricewise. 

I am impressed again with the fact, as I am sure you are, that where 
you have a patent you sell with very little reductions to hospitals or 
to the Government. But where you don’t have a patent, and where 
there is a licensing of the product, then there is real competition. We 
found that to be true in the case of Miltown, where prices were re- 
duced, though not very much. In the case of prednisolone, where 
there is no patent, prices have been reduced very substantially where 
competition has to be met. 

Thank you very much, gentlemen. 













































































































































Mr. Harnes. Thank you, sir. 
6 eventos KEFAUVER. We will stand in recess, subject to the call of the 
air. 





(Whereupon, at 6 p.m., the committee recessed, subject to the call of 
the Chair.) 
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